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INTERNATIONAL SATELLITE ISSUES: THE 
ROLES OF THE EXECUTIVE BRANCH AND FCC 



WEDNESDAY, APRIL 3, 1985 

House op Representatives, 
Committee on Energy and Commerce, 
Subcommittee on Telecommunications, 

Consumer Protection, and Finance, 

Washington, DC. 

The subcommittee met, pursuant to notice, at 2:05 p.m., Hon. 
Timothy E. Wirth (chairman) presiding. 
Mr. Wirth. Good afternoon. 

This afternoon the subcommittee will examine the U.S. Govern- 
ment's policy toward proposals for new international communica- 
tions satellite systems. 

International communications are of immense importance to our 
balance of trade, our foreign policies, and to our future role in the 
global economy. This subcommittee has been and will continue to 
be an active participant in the debate over international telecom- 
munications and trade issues. 

Just as technology made our domestic telecommunications poli- 
cies obsolete, technological forces are at work in the international 
marketplace as well. We have seen the development and growth of 
six generations of satellite technology in the short 20-year history 
of the industry. 

Just as the technologies involved are d3mamic, so also must be 
our policies. 

We cannot remain wedded to policies that are based on yester- 
day's world. If we do, we risk imposing immense costs on users and 
suppliers, and most importantly on the economy as a whole. Late 
last year, President Reagan determined that new international sat- 
ellite systems operating apart from Intelsat were in the national 
interest. The Presidential determination would permit competition 
for customized telecommunications services, such as the provision 
of private intracorporate communications networks and the distri- 
bution of video programming and services, while protecting Intel- 
sat's switched traffic. 

I happen to believe that is a sound approach. It would maintain 
the good things that Intelsat has brought— cooperation, intercon- 
nectivity, and access to every corner of the world. It will also 
permit the development of new applications of satellite technology 
without imposing the costs of new applications on those who do not 
use them. 

(1) 
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Unfortunately, the members of Intelsat have been told that the 
decision to permit alternative ^tems represents a movement 
away from a single global system for the provision of switched serv- 
ice. Nothing could be further from the truth. 

Those membar countries must be presented with a detailed ex- 
planation of U.S. policy, safeguards that will be employed to pro- 
tect Intelsat, and most importantly the rationale behind the policy 
to permit alternative systems. And those questions, in particular, 
will be addressed this afternoon to Mr, Schneider from the State 
Department. It does not seem to me that this job has been done 
adequately, and we will certainly explor*-) the issue. 

Part of the confusion around the world about US, policy toward 
new satellite systems is a function of confusion within our own 
Government, As we are all aware, U,S, policy in this important 
area is being shaped by the FCC in the executive branch and 
within the executive branch, by the Departments of Commerce and 
State, The relationship between these Departments appears to be 
worked out, at least for the time being. 

At should be clear that the focus of the Commerce Department 
should be telecommunications policy and that of the State Depart- 
ment, foreign policy. 

The immediate question before us this afternoon is the FCC's 
role in establishing our policy toward new satellite systems. The 
FCC should examine the various applications before it under the 
public interest standard, but also measure them against the Presi- 
dent's national interest criteria, and reject or grant them on that 
basis. 

While the FCC is a creature of the Congress— as we continually 
remind Chairman Fowler— and independent of the Executive 
Branch, the Commission should not be in the position of making 
foreign policy, nor of interpreting what amounts to American 
treaty obligations. 

Finally, we should remember that Intelsat has been good for the 
United States and for the rest of the world. We should attempt to 
build on that basis as we permit new applications of satellite tech- 
nology and maJce sure that our partners are kept well aware of our 
continuing commitment to the Intelsat system. 

We have benefited from the first 20 years of satellite technology 
as have all countries in the world. If we are careful in the develop- 
ment and explanation of U,S, international telecommunications 
policies, we can guarantee that, the next twenty years will be equal- 
ly beneficial. 

We look forward and appreciate having our three distinguished 
witnesses here this afternoon. Before moving to them, we are de- 
lighted to have not only members of this subcommittee* but the dis- 
tinguished Ranking Minority Member of the Full Committee, Mr. 
Broyhill, 

And I would break all precedents and ask Mr, Broyhill if he has 
any opening comments that he would like to make, 
Mr, Broyhill, Thank you, Mr, Chairman, 

I am delighted to be here. This is a subject in which I have had - 
some interest. I want to welcome our distinguished pfinel to join us 
today. 



erJc 



6 



3 



I think it is no secret that I am hopeful that the FCC does grant 
applications for licenses that have been applied for by those compa- 
nies that want to be competitive in the international market. 
^ I believe competition in the international satellite communica- 
tions market will be beneficial to consumers. It will bring down 
prices, just as the offering of competitive services in domestic com- 
munications has been beneficial to consumers as well 
^ I also want to talk about the fact that the President recently de- 
cided to appoint a U.S. Government representative to attend the 
Intelsat meetings. The purpose of that representative, as I under- 
stand it, will be to monitor the meetings in order to assure that all 
of the instructions that have been given, will be complied with. 

I am pleased that the President took my advice on this. A Gov- 
ernment observer has been appointed, and I hope that this can 
become a feature that is utilized for all future meetings as well. 

With those remarks, Mr. Chairman, I would yield back to you 
and to the gentleman from New Jersey. 

Mr. RiNALDO. Thank you very much. 

I certainly v/ant to commend the chairman of the committee for 
holding this hearing and our distinguished panelists for being here 
today. 

I especially want to thank Chairman Mark Fowler of the FCC. 
As we know, the FCC issued a Notice of Proposed Rulenialdng and 
inquiry on September 19 of last year which addresses the issues at- 
tendant to the establishment of separate satellite systems which 
would compete with Intelsat. Strong arguments have been ad- 
vanced on both sides, and I know that this promises to be one of 
the more difficult issues facing the Commission this year. 

But I am confident that under the leadership of Chairman 
Fowler, the public interest wiJl be protected, which is certainly and 
should be one of their primary concerns. 

The President, in 19b4, determined that the authorization of sep- 
arate systems would be in the national interest. The executive 
branch felt that the U.S. economic interests would be furthered if 
less costly international communications service alternatives were 
available. 

The President also reaffirmed the United States' commitment to 
Intelsat by stating that separate systems be coordinated with 
Intelsat to assure technical compatibility find to avoid significant 
economic harm. 

In addition, separate systems are only to be authorized for non- 
switched private or customized services. 

There is no doubt that the U,S participation in Intelsat has 
served this Nation well. Indeed, the cost of data and voice trans- 
mission has fallen by an astronomical amount during the more 
than 20 years of the entity's existence. Yet the companies that 
have filed applications with the FCC have argued that Intelsat has 
not met the unique needs of the large users and arguo that sepa- 
rate systems would complement rather than directly compete with 
Intelsat. 

They also argue that the United States is one of the few industri- 
alized nations which does not have an alternative system and that 
the business community in the United States should not operate at 
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a disadvantage in meeting the challenges of the global market- 
place. 

Some difficult technical, legal, and economic issues are raised by 
these applications. While I believe that the United States should 
aot close it doors to the benefits of new technology, I also want to 
ensure that Intelsat remains a viable and strong entity, providing 
communications services on a nondiscriminatory basis to most of 
the nations of the world. 

I again want to thank our witnesses for being here and look for- 
ward to the testimony, Mr. Chairman. 

Mr. WiRTH. Thank you, Mr. Rinaldo. 

Mr. Swift. 

Mr. Swift. Thank you, Mr. Chairman. 

Let me recite a few observations about the issues before ur this 
afternoon. 

International communications services are critical to U.S. trade» national defense, 
foreign policy, and international investment, (p. 4) 

The U.S. played a leading role in the creation of INTELSAT in order to further 
national political, economic, and security objectives, (p. 19) 

Intelsat serves the world well. It is established and currently operates an efficient 
global communications system, promotes closer ties among non-Communist coun* 
tries, facilitates international business expansions, develop^ markets for U.S. indus- 
try, prevents the spread of a global communications satellite network controlled by 
the Soviet Union, and is an effective international organization reflecting shared 
technical and political interests, (p. 26) 

Intelsat has an extensive array of advanced spacecraft, a highly talented staff, 
and eiyoys global acceptance and presence, (p. 36) Intelsat has expanded rapidly. 
With growth, circuit charges have steadily declined— Irtomational communications 
play a central role in the economic development of less developed nations and per- 
mits them to participate more fully in the world economy, (p. 8-9) 

Passible adverse effects on developing nations are a significant concern, given the 
increasingly important role communication plays as a catalyst for overall economic 
development, and given the U.S. longstandmg commitment to improving the eco- 
nomic prospects of developing nations, (p. 36) 

U.S. policy has been to support to Intelsat as a single global system, as a key ele- 
ment providing all countries of the world access to global communications services, 
(p. 10) 

The Soviet Union uses satellite communications to help cement its relation with 
client States and to expand its influence with nonaligned nations. The success of 
Intelsat in providing quality service at decreasing rates to developing countries has 
prevented tne U.S.S.R from extending its service to more than a few non-Commu- 
nist nations, (p. 24) 

Intelsat has been a manifest success, a dramatic example of U.S. leadership, pro- 
viding developing countries with improved communications at reasonable prices and 
affordable rates; and has confined the Soviet Intersputnik to a relatively small poi^ 
tion of the world, (p. 18) 

Unlimited proliferation of communication satellite systems separate from Intelsat 
has the obvious potential to inflict signiflcant economic harm on the global system, 
(p. 27) 

A substantial weakening of In^jisat could enhance Soviet efforts to penetrate de- 
veloping countries through Soviet facilities, (pp. 24-25) 
Developing countries have a growing stake in Tntelsat. (p. 24) 
The United States should maintain its full commitment to Intelsat. 

Mr. Chairman, I think that is good advice, and I know our wit- 
nesses will recognize it, because it comes— every thought that I 
have just expressed— from the SIG report written by Commerce 
and State and sent to the FCC. I raise it today to make the point 
that there are good reasons for moving forward very carefully. 

The U.S. played a leading role in the creation of Intelsat. It is 
working beautifully, and it has been a m^or foreign policy success 
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story. And as we heard too often during the struggle with our do- 
mestic phone system, "Let's be sure that this is broke before we fix 
it," 

Thank you, Mr, Chairman, 

Mr, WiRTH, Thank you, Mr, Swift, 

Mr, Bryant, 

Mr, Bryant, Mr, Chairman, I commend you for calling this hear- 
ing to examine the roles of the executive branch in the FCC and 
authorizing separate systems to compete with Intelsat, 

International communications is a key to world commerce, un- 
derstanding among people, communications between friends and 
family, and hopefully because of various contacts, world stability 
and peace. 

Encouraging competition in the communications industry seems 
to be the main goal of the FCC and the administration in all facets 
of the industry, I am fully supportive of competition, as long as all 
players play by the same rules and under the same conditions. 

When Intelsat was created to establish and maintain a reliable 
satellite sjjstem, competition was net a factor, Intelsat was promot- 
ed to foreign countnes as a means of peacefully exploiting space 
technology in a commercially feasible way which would maximii*.e a 
satellite systems' technological efficiency, 

Intelsat has been successful. Even its detractors cannot deny, this 
fact The systems has grown from the 11 countries which signed 
the mterim agreements to the 109 participants today. It has con- 
stantly upgraded its satellite system as new technologies have 
become available^ and it is currently preparing to launch the gen- 
eration six satellite series. 

Other new technologies are also offering competition to the sat/Cl- 
lite system, including the newly licensed trans-Atlantic fiber optic 
cable, the TAT-8, Aside from the fact that a competitive environ- 
ment exists and new technologies are being put into operation as 
rapidly as thev are developed, I am interested in hearing from our 
witnesses on the problems inherent in separate systems, 

I am sure that all of us who have heard of the lealiy PBX as we 
discussed domestic telecommunications issues will want to know 
how such systems can be set up to ensure that any competing satel- 
lite system is not in any way interconnected with public switched 
message networks at any point of termination or access. 

It would seem that such a guarantee would be absolutely neces- 
sary to meet the requirement that any separate system prevent sig- 
nificant harm to Intelsat, 

I am especially interested in hearing how the FCC intends to pro- 
ceed with its decisionmaking, so that cur national interest in 
Intelsat is protected and our commitments are met. 

Thank you, Mr, Chairman, 

Mr, WiRTH, Thank you, Mr, Bryant, 

Mr, Bliley, 

Mr, BuLEY, I have no comments at this time, 

Mr, WiRTH, Mr, Oxley, 

Mr, OxLSY, Thank you, Mr, Chairman, 

I commend you for calling these hearings today, and I also want 
to express my appreciation for your consolidating the hearings to 
make maximum use of the members' and witnesses' time. 
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I would like to welcome our witnesses, who have all been here 
many times in the past. 

As we have seen, the issue of authorizing international satellite 
systems is a multifaceted one. The subcommittee hearings in the 
past have focused on the policy issues involved in allowing competi- 
tion with Intelsat. 

The ultimate question that we sought to determine was, are al- 
ternative systems in the national interest? 

We heard from representatives of Orion, ISI, PanAmSat and 
others that such systems are in the national interest. They would 
offer different cypes of services at better rates than can currently 
be provided by Intelsat. They would fiU a void that exists in the 
provision of international telecommunications services. 

We heard from Intelsat and from its U.S. signatory, Comsat, 
that, no, indeed, authorizing these alternative systems would not 
be in the national interest. Furthermore, it would undermine the 
viability of Intelsat and upset the entire woild system of interna- 
tional communications. 

Quite frankly, both sides have very good arguments. But we are 
now beyond that point. The President, upon recommendation from 
the State and Commerce Departments, has determined that alter- 
native system are in the national interest. 

That recoir..nendation went on, however, to say that such sys- 
tems must be technically compatible with Intelsat in order to avoid 
economic harm to the system, and that such a system should be 
limited to communications not interconnected with public switched 
message networks. 

Effective coordination with Intelsat is the issue that we should 
now be discussing. 

I look forward to our witnesses' comments as to how that can 
best be accomplished and how we should proceed to get these com- 
peting applications off the ground. 

Thank you, Mr. Chairman. 

Mr, WiRTH. Thank you very much, Mr. Oxley. 

Mr. Bates, do you have an opening statement? 

Mr. Bates. No. 

Mr. WiRTH. Mr. Dowdy. 

Mr. Dowdy. No, sir. 

Mr. WiRTH. Gentlemen, thank you very much for being here. 

Before beginning, I would like to ask unanimous consent to place 
in the record three papers related to this: First, the State/Com- 
merce white paper on new satellite systems; second, the FCCs 
notice^f inquiry and proposed rulemaking; and third, the article 
on this issue by the distinguished ranking minority member, the 
Congressman from North Carolina, Mr. Broyhill, which recently 
appeared in Telematics. I ask unanimous consent that all three be 
placed in the record at this point. 

Without objection, so ordered. 

[Testimony resumes on p. 103.] 

[The articles referred to by Mr. Wirth follow:] 
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Introduction 

Slnc« 1983, stvtral O.S. firms hav« filtd applications with the Federal 
Comunications Conission (FCC) to establish inttrnational coiuunications 
satellite systtas in addition to the global syattm owned by the International 
Ttleccanunications Satellite Organization (INTELSAT) . Orion S^^ellite 
Corporation, International Satellite, Inc. (ISI) , ind Cygnus Corporation propose 
% new transatlantic cGaoaunications systems, and RCA American Ccmauni cations. 

Inc. (RCA) has applied to use, capacity on a O.S* donesttc satellite to provide 
international service, pan American Satellite Corporation (PanAoSat) proposes to 
establish a system which would serve Latin America. In addition to existing and 
planned regional satellite systmas Independent ot INTBLSAT, other transoceanic 
satellite systems are under consideration abroad* Approved and proposed 
transatlantic submarine cable cdmunications facilities, aany of which are 
actually or potentially competitive with IKTILJAT, are pending as well. 

Focus of Report 

The filing of O.S.-bas^ satellite system applications with the FCC prompted 
action by the executive branch, which has special responsibilities in this field 
under the Communications Satellite Act of 1952, as amended (47 O..S*C. 701 et seq.), 
Including the responsibiUty to determine whether additional U.S. international 
satellite systmis are "required in the national Interest." The senior Interagency 
Group on International Communication and Information Policy (SIG) reviewed 
O.S. International satellite policy to determine whether, and under what 
conditions, authorizing satellite systems and services in addition to INTELSAT 
would bei (a) consistent with prevailing O.S. law, practice, and international 
treaty obligationsi (b) oaipatible with sound foreign policy and 
teleccomunications policy goalsi and, (c) in the O.S. national interest. ^ 



y The SIG is composed of representatives of the Departments of State, Justice, 
Defense, and Commerce} the Offices of Management and Budget* science and Technology 
Policy, Policy Development, and the O.S. Trade Repre*entativei the National 
Security Council) the Central Intelligence Agency) the O.S. Information Agency 
(OSIA)) the Board for International Broadcasting) the Agency for International 
Development) and the National Aeronautics and Space Administration. Coimaarce and 
State co-chair the SIG and OSIA serves as vice chair. 
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Tht Extcutlvt eg incite ctprttenttd on the 8XG undtrtook a study and reach t<3 a 
un^nlBoua poaition In favor of ntw tntry, subject to certain llaltatlona* A 
secoMendatlon subsequently waa Bade to the President by the Secretarlea of State 
and CoMMCce. The President deteralned on Moveatbec 26^ 1984 r that International 
aatallite syatwas aeparate fro« INTELSAT were required In the U.S. national 
inteceat, subject to certain conditions. Specific criteria relating to the 
President*s determination were then forwarded to the FCC by the Secretarlea of * 
OooDMrce and State jolnUy. See Append Ixea A and B. 

Thla report provldea background Information regarding the Prealdent*8 «^ 
detemlnatlonr and It also provides Inforaatlon on Important regulatory and other 
parallel neaaurea which are dealrable to ensure that the Executive branch's 
fundaMntal policy goal — an efficient and responalve International 
coMunlcatlona environment — It achieved. The dlacuaalon here focuses on the 
major coamunlcatlono and Inforaatlon policy laauea raised by the appllcatlona 
before tha rcc. It addresses commercial , trade, and legal matters, and also 
examines major U.S. foreign policy Interesta and concerna* 

Thla report does not aaek to resolve all of the queatlona that have been 
ralsad regarding new International aatelllte ayatema nor to direct action by the 
FCC on ap«clflc pending appllcatlona. It doea, however, consolidate much of the 
extenalve analysla diet has baen under tsken by the Bxecutlvo branch and sets forth 
the requirements applicable to any ayatem the FCC may eventually authorize. 

The Executive branch haa concluded, In brief, that It Is technically feasible, 
economically deslrsblr, and In the national Intereat to allow new entry by U.S. 
flrma Into the International aatelllte field. Customtra should be afforded both 
the new aervlce optlona and the beneflta of competition among customized service 
provider a that new entry promlaes* This can be accompli ahed, moreover, while 
maintaining the technical Integrity of the WTBLSAT global system and avoiding 
significant economic hsrm to that system. U.S. foreign policy, and International 
comaunlcatlona and Information policy, require a continued strong national 
commitment to INTELSAT aa "a mingle global commercial telecooounlcatlons satellite 
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syatea as part of an iaproved global telecomunications network." ^ But our 
national cooaltaent to INTELSAT and other inportant goals can be acconoiodated, 
provided that new International satellite systeas and services are authorized and 
regulated along the lines discussed In this report. 

SpecUlcally, this report concludes that — 

(a) Additional International satellite facilities should be penaltted by the 
FCC, provided they satisfy conventional regulatory requlreaentSi but the new 
entrants aust be restricted to providing custoslzed services, as defined In 
this report, when one or wore authorities abroad authorizes use of such new 
systems, the United States with those authorities will enter Into 
consultation procedures with INTELSAT under Article XIV (d) of the INTELSAT 
Agreement. Construction pemlts nay be Issued at the conclusion of regulatory 
proceedings to those applicants Meeting the public Interest requirements of 
the Coeaunlcatlons Act. Pinal licenses and authorizations should not be 
Issued, however, until after INTELSAT consultation Is coapleted. 

(b) The PCC should examine allowing U.S. carriers and users In addition to 
the CooBSunlcatlons Satellite Corporation (Coasat) to have cost-baaed access 
to the INTELSAT space segment for customized services. This matter can be 
pursusiS On a parallel track, as the pending applications are being processed, 
however, and does not constitute a condition to FCC action on these 
applications. 

(c) The United States should, and will, maintain Its full ooniclt*icnt to 
INTELSAT, while permitting technology-driven competition In this Important 
*ector to evolve. 

I. TBS INTBBNATIONAL COMMUNICATIONS KARXBTPLACB TODAY 

Industry Participants 
International cocnunlcatlons today constitutes one of the most rapidly 
growing parts of the overall telecommunications Industry, and the services 



2/ Preamble, Agreement Relating to the International Telecommunications 
Satellite Organization "INTELSAT," TIAS 7532, 23 OST 3813, 3814 (\973) . 
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Involved ace critical to O.S* trade, national defenie, foreigr policy, and 
international inveitaent. The servicaa involved traditionally have been 
categoriMd ai "voice" or "record," "private line" or "public-ewitched," and, 
hiatocically, the Anerican Telephone and Telegraph Ccmpany (AT&T) has handled nost 
ot the inter nationa.1 voice traffic* Sixaajor international record carrieci (IRCs) 
— ZTT Mbcldcoa, RCA Coomunicationi, MCI International, TBT Cooaunicationi, 
Heater n Onion, end FTC Comunicationa currently ihare the telex and telegraph 
coaponents of the $2.8 billion a year internaticnal ootoauni cations market. AT&T 
and the IHCo cocnpetitivdly offer international private line services, generally 
U8td by aajor corporate and Government uaeri for data and voice CGoaunication* ^ 



There are two principal international transniiiion aodes: suraarine cablet 
and ooflBur.ications satellite facilities. The subnarine cables which provide U.S. 
international service are ovned collectively by AT&T, the IRCs, and their foreign 
correspondents. ^ Seven transatlantic cables now teminate in the United States 
and an eighth, 3o,000-circuit, fiber optic cable has been approved by the FCC* ^ 
O.S. international satellite circuits are provided by Ccnsat, which has functioned 
as a "ca>'rier's carrier" and holds a 23 percent interest in INTELSAT, the 109- 
nation organisation that owns and aanages the global satellite system. ^ Coasat's 
investaent share is adjusted annually to reflect O.S* use of the INTELSAT systea. 



3/ See Overseas CopBunications Services , 92 FCC 2d 641 (1982) . See also WI, 
Inc. V. rcc, 673 r.2d 539 (D.C. Cir. 1982) (and citations therein) i TAT-5 , 13 FCC 
2d 263 (1968). See generally Cciasat Rate Case , 56 FCC 2d 1101 (1975), aff'd , 611 
r.2d 883 (D.C. Cir. 1977) i Consat Study , 77 FCC 2d 564 (1982) i Coasat Structure 
Decision , 52 P. & F. Radio Reg. 2d 153 (1982)) Schwartz, Consat» the Carriers^ and 
the Earth Stations; Soae Problcas With 'Melding Variegated Interests ^' 76 Yale 
L.J. 441 (1967). 

4/ Such correspondents typically consist of governaent-owned (or, in the case of 
Britain and Japan, "privatised") postal, telephone, and telegraph adniniatrationa 
(PTTs) that both provide anA regulate doaestic and international coonunications 
services. 

5/ See Applications of ATtT et al. (Pile Mo* ITC 84-072) , FCC Himeo 84-240 
(June 8, 1984). In addition, two sets of applications to install no ncarrier -owned 
transatlantic cables are now before the FCC. 

6/ The FOC has recently increased the range of "authorized users" to whon Comsat 
■ay provide services. Authorized Oaer II Policy (PC Dkt 80'»170) , FOC Himeo 84-633 
(Dec. 19, 1984). 
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The O.S. tarth stations used to provide access to the satellites are nou 
collectively cvned by Cocasat, AT&T, and the IRCs, although the FCC recently nade 
changes in this rsgard* <^ 



The international coctnunications and infornation policy goals of the United 
States are the followingt 



o To enhance the free flow of infomation and ideas antong nations} 

o To proaote hantonious international relationa and contribute to world 
peace and understanding through coanunicationai 

o To proaote, in cooperation with other nations, the development of 
efficient, innovative, and cost-efftctive international ccoaunications 
services responsivs to ths needs of users and supportive of the expanding 
requireaenta of cooMercs and tradei 

o To enaure the continued technological and econonic atrrngth and 
leaderahip of the United Statea in the comunications, information, and 
aerospace fields} 

o To expand U.S. private sector investnent and involvenent in civil space 
and related activities; 

o To proaote expanded xnternational trade and to ensure opportunities to 
U.S. firiDS to participats in such tradei 

o To proBOte the continuing evolution of an international configuration of 
cocmunications services that can neet tha needs of all nations of the 
world, with attention toward providing such services to dovoloping 
nations} 

o To ensure efficient utilization of the geostationary orbit and the 
elttctronagnetic radio frequency spectrum) 

o To pirooote conpetition and ralianca on markot nechanisns, as feasible, 
and to foster cost-based pricing, quality service, and nore efficient 
use of resources) and, 

o To ensure the needs of national defense, security, and emergency 
preparedness are satisfactorily nst. 



y See Earth station Ownership , 90 FCC 2d 1958 (1982)) Modification of Earth 
Station Policies (CC Docket No. 82-540) , FCC Miaeo 84-605 (releaatd Dec. 18, 1984) . 
Se« gtnsrally Twenty-First Comsat Report to the Presidtnt and the Congress at 
pp. 2-3, 6-7 (September 17, 1984) . 
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These basic policy ^oals art autually supportive. There Is a continuing need 
to review and assess their requirements* Satisfying all of these goals to the 
WLxiAua extent possible requires striking a reasonable balance. 

Evolution In International Coaaunications 
The U.S. International connunlcstions business has experienced sustained 
rapid growth and fundaaental regulatory changes In recent years as technology has 
advancedr desand has grownr and the leTel of cospetlilon has increased* 
International telephone calls Increased aore than 15 percent In 1984 # for exaaple» 
producing revenues of over $2 billion. The IRCs In 1984 are expected to report r' 
operating revenues exceeding $650 allllonr up fro« $617 allllon in 1983. Overseas 
circuits used by the IRCs grew to 2^874 In 1983 # an 8*2 percent increase over 1982 
levels* despite depressed cconc«lc conditions worldwide. Changes In FCC "gateway" 
and related regulations have pemltted the IRCs to offer an expanding custoaer base 
Isproved and nora responsive services. Under the Record Carrier Coopetltion Act of 
1981 (Public Law No* 97-130) r Kestern Onion wae peraltted to reenter the 
International record coonunlcatlone business. GTE Sprint and MCI, laportant D*S. 
coapetitlve carriers donestlcallyr have entered the international field and will 
both begin providing international telephone service in 1985. ^ 

Dooesticallyr the continuing advent of Internationa Direct Distance Dialing 
(iroD) , which enables subscribers to dial a growing number of nations without 
operator assistancsr has facilitatod International telephone calling. By 1983, 
IDDD capability existed in 86 locations around the world ami about 60 percent of 
U.S. telephone subscribers enjoyed this capability* Continued installation of 
advanced electronic switching is expected to boost U.S. IDOD penetration to about 
67 percent by the end of 1984* This should have a positive effect on the overall 
volume of publlc^swltched aessage traffic* 



y See generally 1985 0.3. Industrial Outlook , ch. 31 (O.S* Department of 
Coomerce, 1985). In contrast to the doaestic sector, where record coonun lest ions 
are marginally significant, differences in language and time zones make interna- 
tional record cocmunications services coimftercially critical. 
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Steadily growing denand for convtntional inttrnational ccouBuni cations 
strvices is rtflected in other statistics as w«ll. Comsat's Korld Systems 
Division, for instance, obtains circuit capacity frcn INTELSAT and provides that 
capacity to other U.S. international carriers for telephone, data, telex, and 
facsiaile services* The voline of Cooaat's conuaunications business through 
INTELSAT increased 6 percent between 1982 and 1983, again despite a worldwide 
ecoitoaic downturn, and notwithstanding the loading of a new tranuatlantic cable 
(TAT-7), which shared traffic growth with the satellite network. In 1983, Consit*s 
regulated satellite services accounted for aost of the firm's revenues of 
M40 Billion and net incoie of $50 Million. The FCC in 1982 authorized Ccrasat to 
retail certain services (such as television transmission service) directly to tnd- 
users, altering its traditional policy of restricting Comsat to serving as a 
'carrier's carrier*" The FCC's legal authority to do so was sustained on appeal, 
although its decision was remanded for further consideration. ^ Recently, the 
FCC again ruled that expanded retail activities by Comsat are in the public 
interest and this action should have a beneficial effect on the voluae of Comsat's 
business* 

The IMTKLSAT system and the nuaber of facilities which access INTELSAT'S 
satellites have expanded rapidly. INTELSAT'S 15 satellites tod^y serve 
173 countries, territories, and possessions directly or indirectly, and the 
organisation leases satellite capacity to 26 nations for domestic services* 
Nineteen new earth stations and 39 now international communications antennas were 
added in 1982 alone. As of November 1984, there were 198 INTELSAT earth station 
sites and 293 international antennas in 157 countries, dependencies, and areas of 
other special sovereignty. 

INTELSAT now handles about two-thirds of the world's transoceanic 
telecommunications traffic and most international television transmissions. 
Demand for full- time voice, record, and data services for INTELSAT grew by 
18 percent in 1982; these services accounted for about 86 percent of the total 

y see Mo dification of Authorized Dser Policy , 90 FOC 2d 1934 (1982), rev'd sub 
nom* ITT yorldccm v, FCC , 725 F.2d 732 (D.C. Cir. 1984J. 

10/ See note 6, above* 
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•atellltt utilization cavenu^ r^ctived by INTELSAT that yesr* Tht most recently 
publithed nrmSAT annual rtport statts that IHTBLSAT axptcti continued strong 
growth oC 15 percent annually on an expanded baoe ot conventional international 
traffic over the 1988-2000 tiae period* ^ 1983 INTELSAT Annual Report at pp, 10, 
17 (March, 1984), 

tfith the "rovtb of the INTELSAT systea, circuit charges have steadily 
declined* The annual charge for a 1965 INTELSAT I "EarXy Bird" half-circuit, for 
exaaple, was $32,000, while the 1982-83 charge for an equivalent, though 
technically superior, half-circuit was $4,680* There is disagreesent, however, 
over whether the substantial INTELSAT charge reductions over the past decades have 
been fully reflected S.n the prices which Consat has charged 0*8* international 
carricre or the prices which those carriers have charged their custoners* At 
present, end-user pricee for Many international satellite services both here and 
abroad typically are between two to ten times INTELSAT* s charges* ^ 
n*s* international comnunications costs, Moreover, often are very eubstantially 
above those for oonparable doeestic service* 

INTELSAT hae continued to grow and to prosper in an increasingly conpetitive 
international connunicatione environment* Since 1981, the FCC has sanctioned 
certain international coeaunications services using n*S, doaestic satellite 
systems* At present, D*S* and Canadian eatellites are used to provide certain 
services throughout North America and the Caribbean* ^ Ad<iitional propoeals for 
such traneborder satellite service will be the object of consultations with 



11/ 1983 nmSLSAT Annual Report at pp. 10, 17 (March, 1984)* There are 
indications that INTBLSAT*a rate of growth declined in 1983 and 1984, but official 
statistics have not yet been published* Similarly, it has been suggested that the 
mix of traffic also has changed* The statistics here are fron the noat recent 
official reports available to the public* 

12/ See "Price of International Satellite Servicet Comsat vs* INTELSAT" (NTIA 
Rep* No* 83-122)} Statement of then-IT^TELSAT Director General-elect Col ino Before 
the Senate Subcommittee on Arms Control, Oceans, International Operations, and 
Bnvironnent, 98th Cong*, 2d Sess*, at p* 33 and Appendix 5 (Oct* 19, 1983)) Colino, 
■The INTILSAT Syetent An Overview,* in The INTELSAT Global Satellite System 
(S* Alper & J* Pelton, eds*) (AIAA, 1984)* 

13/ See Transborder Satellite video Services , 88 Fa: 2d 258 (1981) i FCC COMon 
Carrier Bureau Order No* 6119 (1983)* 
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ItrrSLSAT* ZKTKLSAT rectntly accelerated ita plans and now of feci a nunber of 
Inttrnatlonal coanunlcatlons atrvicti alaed particularly at aottlng ipeclalized 
and tophliticated buaintii coataunity naeda* 

Slgnl£lcanc« to Industry and Govarnaent 
Inttrnatlonal coonunicatlons strvlcti constltutt an esitntlal conpontnt of 
inttrnatlonal tradt today* Efficient and affective International comunlcatlona 
art neceaaary to Inttrnatlonal finance, to facilitate the production and ahlpnent 
oC goodSf and to aanage o*S* off-short operations , assets, and Investments* 
\^ International coosunlcatlona ^tre also critical to the continued devtlopntnt of 

O.S* tradt In services, which txcteded $40 billion In 1982* ^ International 
comunicatlons, laortover, play a central role In facilitating the further econonlc 
devtlopaent of Itss dtvtloptd nations, thus pemltting these co*jntrlea to 
partlclpatt sore fully In the world econoay and contributing to peace, stability, 
and greater under stan<Slng* 

Space coaiunlcatlons Is a Major part of the aerospace Industry, one of the 
world econoay^s nost Important "high-tech" or "sunrise" sectors, and an area where 
the excellence of 0*S. lunufacturlng techniques and high technologies Is reflected 
In the preenlnence of the 0*S* aerospace Industry* 0*S* aerospace trade Is 
forecast to accelerate In 1985 as both exports and laports reach record highs* 
Aerospace exports should cllab to a projected $18.9 billion, while Inports will 
rise to $5.0 bllllcn* The resultant trade surplus of $13*9 billion will be store 
than 30 percent above the level recorded In 1984* Total 0*S* aerospace enployaent 
wlU rise an estimated 4 percent In 1985 to 739,000, with an estimated gain of 
7 percent In the nuaber of production workers. ^ 



14/ see generally Bryant « Xrause, World Econoalc Interdependence In Setting 
National Priorities: Agenda for the 1980s (J*A* Pechaan, ed*, Brookings Inst*, 
1980) at pp. 71, 74| Saunders, Harford « Wellenlus, Teleconmunlcatlons and Econoalc 
Pevelopmtnt (Norld Bank, 1983) at pp* 100-02* 

15/ Seei e.g*, Long-Range Goals In International TelecQemunlcatlono and Inforaa- 
tlon at p. 155 et stq. (HTIA, 1983) (rtprlnted as Senate Coaaerce CoamltLeo Print 
No. 98-22, 98th Cong*, 1st Sess*); 1985 D*S. Industrial Outlook at p. 38 (0,s* 
Departaent of Cocnttrce, 1985]* 

16/ See 1985 O.S. Indus*-rlal Outlook , at p. 37-9 (0*S. Departaent of Conaerce, 
1985) * 
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Bxiitinq Policiea and Objectivei 



O.S* poll<3y regarding intarnational public-switched nesaaga aervices via 
aatellita haa centerad on the 1962 Satellita Act and aaaociated Executive Orders 
for aora than 20 yaara* Tha 1962 Act authorised the eatabliahaent of Consat and 
franchiaed it to aerve aa the 0*S» privata aector ooraaercial participant in the 
INTELSAT ay a tern* 



The established foreign and doaeatic policies off the 0*S* Governaent in this 
area seek to further the baaic goals which are outlined abova* These policies 



Adhering to the requiresenta and provisiona of the Cocoaunicationa Act of 
1934, as asanded (47 0*r*C* 151 at aeqO and the 1962 Satellite Act, aa 
aaiended (47 0»S»C* 701 at seq*)i 

Coaiplying with the terns of the INTELSAT Agreeaent (TXAS 7532) and all 
tha privilegea and obligations the Ageeesent provides ita Parties and 
Signator ias} 

Supporting INTELSAT as "a aingle global ooomercial tel(»co(cnunications 
aatellita ayatem aa part of an iaproved global telecoamunications 
natwork* (Preaable, nrrSLSAT Agreement) , and aa a key eleaent providing 
all countries of tha world acceaa to global coonunicationa aervices) 

Concurring in tha development, separate from INTELSAT, of cuatomlzed, 
ragional, and transborder satellite aervices where technical or «conoaic 
consultation, or both, ia accomplished as required urider the tocna cf the 
INTELSAT Agreeaent and auch ayateas are conaistent with the Agreeaent} 

Pursuing a nondiscriminatory aatellite launch policy} 

Adopt irg domestic comaunicationa policias which emphis^.ze reduced 
Government regulation, wherever feasible, and increased reliance on 
market forcea in the previa ion of coomunications a^>d information 
aervicea} 

Advocating and adopting international coomunications policies uhich 
stress reliance on free enterpriae, competition, and free trade, 
wherever feaaibla, with full recognition that provision of international 
comaunicationa and information sarvicea involves the joint undertakings 
aaong sovereign nationa requiring mutually acceptable agreeaenta to 
accoonodate differing national policiaa} 

Supporting and footer ing the development of a diversity of international 
communicationa technologiea and modes, including fixed, mobile, and 
broadcaat satellite, microwave, terreatrial and underasa cable, end 
optical fiber} 



include: 



V 
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Supporting and under tiking bilateral oonauXtations and agreemtntaf aa 
well aa nultilataral daliberationa in appropriate international forunc* 
to enaure order and cooperation in the evolution of internatioi»l 
connunicationa and infornation servicea* 

Alraady Competitive Bnvironaen t 
It is ioportant to beaL in aind that tha pending propoaala to eatabxiah O.S* 
international aattllite aya^ems aeparatt fron lYITELSAT repreaent only poaaible 
increaental — not fundamental — competitive change in an international 
coonunicationo environaent which ia already characterized by acne ooopetition* 
The preaant proceeding thua doea not poat choices directly cosparablA to those 
preaanted in 1968 whan the FOC approved donaatiCf facilitiea^baaed conpetition by 
cospaniear auch as KCX, with the dominant long-distance carrier, AT&T* or in 1970* 
whan the FOC conaidersd adoption of an "open akiea" policy regarding propoaed o*S* 
dooeatic aatellite ^yaters. ^ Deapite significant regulation of the 
international coibaunicatlona induatry both hare and abroad* tnare navertheleaa ia 
covpatition between tha extensive oubnarine cable facilities owned by terreatrial 
carriers and the satellite and earth station faciXitiea owned by Comsat and 
INTSLSAT. This competition atanda to increase when high-capacity fiber optic 
cablaa — both carrier-owned and, perhaps, noncarrier-owned as well — become 
operational, especially iC the traditional "balanced loading" rulea governing the 
apportioiment of traffic are changed. 

There has also been competition anong satellite ays teas for aoveral yeara* Aa 
noted, o*S* and Canadian domeatic satellite syateaa, for instance, have been 
authorized to handle traffic that is technically "international" — involving 
Canada, the United States, and Caribbean nations and locations. "Doaeatic- 
veraeas" traffic to Alaaka, Hawaii, and O.S. poaaaasions which previously 
transited Coiaaat and INTELSAT facilities, ia now handled by U.S. domestic 
aatellita ayateat. ^ 



17/ Se« generally Washinctton Otil. & Transp. Com'n v. FCC, 513 r.2d 1142 (9th 
Cir.), cart, denied, 423 U.S. 836 (1975) i Network Project", Inc . v. FCC, 511 F.2d 
786 (D.C. 1975). 

18/ Se«, e.g., Colino, International Cooperation Between Coaaunicationa Satellite 
Syatewst An Overview of currant Practices and Future Proapects , 5 J. Space L. 65, 
92 (1977). 



23 



20 



Nor it thli entrging actual and potential ccapttltlon liaittd to tht Keatern 
Beaiaphart by any atans. Ragional aatallite ayataAa oparate in southaaat Aaia and 
Europe and act planned for tht Kiddle £att and, ptrhapa, Africa ai w«ll. Stvtral 
European adslniatrations alco plan soon to dtploy "dooaatic" tattlllta ayatena 
which art capablt of providing trtnaatlantic aervict. Tht "footprinta" of the 
planned Britlah and French doaeatic aatellite tytteatr for exasvltr covtr auch of 
the eaattrn half of tht United Statta and Cai:;adt. Bxttnalvt aubaarlne cable * 
facilitlttr noreoverr are under conatructlon in tht Kedittrrantan, Indian Oceanr 
and Pacific region. There le no evidence, in thia regard, that theae new 
ccs=unlc£ticr.s systcas have had any adverse lapact on the technical or cconoaic » 
integrity of the INTELSAT global aye tea. 

II. INSTITtWIONAIi LIMITS ON COMPBTITION 

The Dnittd stetea aince the eerly 19708 oonaiatently has aought to reduce 
outaod**d cocanunicetione reguletion and to eliainate unntceesary barriers to 
coafttition chiefly doaeaticelly, but internationally as well* loportant changes 
and regulatory reforaa have been ecconpliahed. ^ All recognise, however, that 
achieving a regulation-free internetional coaaunicationa ^nviroruoent la not 
foreseeable at thia tiae. There will reaain aignif leant U.S. lialtationa on 
competition in international connun lea t ions as well as lialta lapoaed by 
ccoaunicationa adainiatrationa abroad. Understanding toae of these liaits on 
potential conpetition is Inportant to addreaaing the iasueu preaented by the 
eatelli je applications pending before the FCC and reinforcea our asseasaent that 
theae applicationa laply continued evolutionary developnent, not radical or 
disruptive change. 



There ace, to begin with, a nuaber of statutory requireaents and linitationa 
which bear on the level and intenaity of potential ooapetition in the international 
coanunications field. To enter the international cooaunicatione eatellite 
buainess, U.S. firai require FCC pentieaion under title III of the 1934 
Cooauui cation a Act, provleione of title IX of that Act (for would-be cooaton carrier 
entrants), aa well as provieiona of the 1962 Satellite Act. The Fcc is required by 



19/ See Coaputer and CowmnicationB Industry Aeaoc . v. FCC , 693 F.2d 198 (O.C. 
Cir, 1982)1 Detar if fing International gnhanced Servicea , FCC Docket No a. RM-4435, 
CC 83-1230 (1983r ' ~" 
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law to sake an afflnaativa "public inttreat* finding prior to iaauing construction 



ragulatory rtvlew of proposed ayateaa typically ia entailtd. It is alao relevant 
in thia regard to note that given apectrua use liaitationa and international 
proceduraa governing the use of tl)« geostationary orbital reaourct, thero art 
aignificant technical conatraintt on poaaiblc entry into international satellite 
coonunicationa* ^ 

Entrants proposing to operate on a oovoon carriar baaia are aubjcct to many 
proviaions o£ tiUe II of the 1934 Coonunicationa Act (e.g.* 47 O.S.C. 214). Under 
title II, the FOC aust generally find that the public interest, convenience, and 
necessity will be furthered by approving tax additional international conzton 
carrier facility* Bxiating ooonon carriers, aoreorer, auat generally receive 
pemlaaion to make use of new facilitiea. As with othar regulatory agenciea, the 
FOC ia required to weigh coapttitive factors when it functions as a "gatekeeper" 
with reapect to coanon carrier cocoaunicationa. ^ Under preaent law, however, 
the FOC nay not legally authorize new cooaon carriar syateaa siaply to foster 
coapetition. ^ It auat instead aake affiraative public interest findings that 
coapetition, for exaaple, will spur technological progreaa, increaae efficiency, 
and aore rapidly expand custoaar choice* 



20/ see, e.g., Telocator Network of Aaerica v. FCC , 691 F.2d 525, 548 (D.C. cir. 
1982) (and citations therein) . 

21/ see generally Orbital Locations , 54 P. « F. Radio Reg. 2d 550 (1983) ) Orbital 
Spacing , 54 p. & F. Radio Reg. 2d 577 (1983)} Robinaon, Regulating International 
Airwavaat the 1979 WARC , 21 Va. J. Int'l L. 1, 44 (1980). 

22/ See, e.g.r FMC v. Aktiebolaget Svenaka Anttrika Linien , 390 U.S. 238, 240-^4 
(1968)1 Network Project v. FOC, 513 F.2d 786 (D.C, Cir. 1975). Cf. City of 
Lafayette v. Louiaiana Power 4 Light Co. , 435 U.S. 389, 406 (1978) . 

23/ Seer e.g., FOC v. RCA Coaaunicationa , 346 U.S. 86, 93 (1953) i Hawaiian Teleph. 
Co. V. FCCr 498 F.2d 771, 778 (O.C. Cir. 1974) . 

24/ See United States v. FCC , 652 F.2d 72, 91r 98-99 (D.C. Cir. 1980) (tn banc) . 
See generally Van Doerlinr The Propoaed Daregulation of Donaatic Coaaon Carrier 
Talecoaaunicationa , 69 Cal. L. Rev. 455 (1981)} Palenberg, International Telecoa- 
aunicationat Propoaed Daregulation of Overoean Sarvicea , 23 Harv. Int'l L.J. 214 
(1981) . 



peraita and licenaea to use the radio frequency apectrua 
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Bxtcutivt R>gponaibilitiet 



Zn addition to the limitations on tntry and conpetition contained in titlei ZI 
ai^d ZZI of the Cofluuiiicationi Act, eection 102(d) of the Satellite Act recognizes 
the foreign policy, trade, and national security aspects of international 
satellite oomunicationa and provides that the President is responsible to 
determine whether additional internetional satellite systens ace required to seet 
unique governaental needs or are otherwise required in the national interest. 

The tern "national interest" is not defined in the Satellite Act, but it 
enccnpasses considerations broddec than those Isplicit in the FCC*s regulatory 
"public interest" etandard ^ , a standard which the courts have ruled is not 
limitless. ^ "National Interest* is within t)ie mandate of the Executive branch 
and includes 3uch factors as general coopetition policy, whether entry will advance 
technological progress and innovation, proaote U.S. international trade in goods 
and services, expand the international coniaunications options available to the 
U.S. business coimtunity, and further overall O.S* spectrum management goals « 
Foreign policy and national security considerations are also Important aspects of 
the national intereet, and matters which are the Conetitutional responsibilities 
of the Executive. The FOC In the past has generally deferred to Executive branch 
views On policies vh. sh are not directly within its regulatory purview. ^ Zn 
sua, the "national interest" etandard In the 1?62 Satellite Act should be reed aa 
according the Executive branch responsibility to determine the compatibility of 



25/ "Unique goverhaental needs" are not at issue here. None of the applicants now 
before the FCC maintains that its system will meet such needs nor has any agency 
Identified unique needs that might thus be served. 

26/ See, e.g.. Domestic Satellites , 22 FCC 2d 86, 133 (App. D) (1970) > Authorized 
Users, 6 FCC 2d 593, 594-95 (1962). See generelly Legislation Note, The 
Coiunications Satellite Act of 1962 , 76 Harv. L. Rev. 388, 389 (1962). Cf. 
Telemanaon v. Onited States , 386 F.2d 811, 812 (1st Cir. 1967)} Gardels v. CIA , 48 4 
F. Supp. 368, 371 (D.D.C. 1980). 

27/ See NAACP v. FPC, 425 U.S. 662, 669 (1976) > National Organiaation for Women v. 
FCC, 555 F.2d 10O2, 1017 (D.C. Cir. 1977). 

28/ See, e.g.. United States v. FCC , 652 F.2d 72, 90 (D.C. Cir. 1980) (en banc) | 
AT&T Co. (mt Corridor Light Guide System) , 51 P, & F. Radio Reg. 2d 717, 725 
(1962) . 
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rtaponslblllty to dtttraint the co«p«tibility of propoaed international aattlllte 
ayattsM with the broad rtngt ot U.S. prograas and pollciea affected by such 
•nterprlaea* 

International Obligatlona 
In addition to the liaitationa on coapetition iiplicit in the 
1934 CoMunicationa Act and the apecial "national intereat" criterion in the 
1962 Satellite fct, O.S. international obligationa ace relevant. Certain 
reaponaibilitiea under Article XIV of the INTELSAT Agreenent are alao discus aed in 
the MeMocanduM of the Legal AdYiaer of the Departjoent of State which waa 
trantaitted to the FOC in 1984 and which ia set forth aa Appendix B to this report. 

The INTELSAT Agreeaant entered into force for the United Statea on February 

29/ 

12, 1973. — ^ ?;hile the INTELSAT Agreeaent implicitly acknoifledgea that nationa 
party to the Agreeaent retain the aovereign eight to eatabliah aatellite 
teltCQMunicationa facilitiea aeparate froa the INTELSAT ayatea, the Agreeaent 
ettabliaheai (1) a generalized obligation of the partiea to act in a manner 
conaiatent with and in furtherance of the principlea atated in the Preaable and 
other proviaiona of the Agreeaent (Article XIV(a))i and (2) a consultation process 
to be undertaken before a nation or ita deaignated operating entity (a "Signatory") 
eatabliahea, acqulrea, or utilijea aeparate, non-INTELSAT apace segment facilities 
to Met ita telecooaunicationa cequireaenta (Article XIV) * 

Article XIV (d) of the INTELSAT Agreeaent addresses the consultation 
obligation with regard to international public telecoaaunications services. In 
aubatance, it providea that a nation aeaber or ita Signatory ihall furnish all 
relevant information to INTELSAT and ahaXl conault with INTELSATi (1) to enaure 
technical coopatibility of the condeaplated aatellite facilitiea with the use of 
the radio frequency apectrua and the geoatationary orbital apace by the exiatin^^ or 
planned INTELSAT aatellites) and (2) to avoid aignificant econonic hata to the 
global syatea of INTELSAT. At the ooncluaion of the conault a tion process, the 
INTELSAT Aaseably of Parties (the principal organ of INTELSAT, cooposed of the 



29/ See Agreeaent Relating to the International Telecoaaunicationa Satellite 
Organization "INTELSAT" . 23 UST 3813, TIA3 No. 7532 (1973). See alao Siaaariam 
Inter la A rrangeatnts gor a Global Cowatercial Cowaunicationa satell ite Svaten, 59 
A". J. Int'l L* 344 (1965) . 
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rtptestntatlVM of all nembtr nttiont) naktt findlngi in the form of 
rtcoantndationi on tht subjects of the conaulUtion ind further rsgcrding the 
auurance thit the propoied sitolllte facility will not prejudice the 
eitabliihaant of direct telecoonunicationa links throu9h the INTELSAT ipace 
legaent mong all the participants in the proposed system. 

Considering the wide participation in ZNTSLSAT, nost of the contemplated 
separate satellite systems vould involve tvo or laore INTELSAT aeobers. Zt is 
conacn practica for the INTELSAT nembers conteiBpliting the eitabliihaent of 
separate satellite facilities to neet their international public teleccanunication 
conaultation requireaents by consulting jointly with INTELSAT in accordance with 
the provisions of Article XIV (d) of the Agreement. 

The ters "public tel^cooMunications services" is defined in Article I(k) of 
the INTELSAT Agreeatnt as aeaningi 

(F)ixed or aoblle telecomunicstions services which can be provided by 
satellite and which are available for use by the public, such as 
telephonyr telegraphy r telex, facsiniler data trtnsaissionr transaission 
of radio and television prograas betwean approved earth stations having 
access to the XKTKLSAT space segment for further transaission to the 
public r and leased circuits for any of these purposes) but excluding 
those BObile services of a typa not provided under the inter ia Agreement 
and the Spacial Agreenent prior to the opening for signature of this 
Agrtenent, which are provided through nobile stations operating directly 
to a satellite which is designated, in whole or in part, to provide 
services relating to the safety or flight control of aircraft or to 
aviation or sari tine radio navigation. 

23 OST 3013, 3816 

At least one of the current O.S. applicants has contended that consultation 
with INTELSAT should not take place pursuant to Article XZV(d) but rather pursuant 
to Article XlV(e). A consultation pursuant to Article XlV(e) , which deals with 
"specialized telecoeuaunications services requirements," would not include the 
subject of possible significant economic ham to the global INTELSAT system. A 
proposed satellite system, however, may well provide "public telecoomunications 
services" (ss defined in the INTELSAT Agreeaent) even though the applicant 
characterizes Its endeavor as a noncooaon carrier, and therefore, "private" 
sstellite system. 
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Consultation within tht IKTSLSAT framework occurs purauant to tht dtfinitiona 
containtd in tht INTSLSAT Agrtentnt* U.S. doatstic comunications policy 
currently rtcognizes a nuabtr of distinctions between traditional conuion carrier 
and other coanunications services* ^ Such diatinctionsr howeverr do not 
necessarily detemina the international obligations of the U.S. Governaent* The 
Onitcd States will continue to consult with INTELSAT pursuant to Article XIV (d) 
regarding those satellite ayatems which would provide "international public 
telecooMunications aervicesr" as discussed in the Legal Menorandui appended to 
this report* See Appendix B* * 

Consultation pursuant to the INTELSAT Agreement need not ba protracted. 
Indeed, Article XIV (f) provides that INTELSAT ahall make its recoonendationa 
within a period of six aontha fro« the date of cconencing the consultation 
procedures* In practice r however r such a consultation cannot coomence until the 
0*S* Government or the 0*S* Signatory (Comaat) furnishes lOTKLSAT with all 
relevai*t information. In the paat, delaya in consultation have occurred because 
the Jaformation required of an applicant by the FCC in making its regulatory 
decision on initial authorisation is not identical to that information relevant to 
the consultation with IKTSLSAT. 

The Onited States ia comitted to ensuring that non-INTSLSAT satellite 
systems are technically coopatible with existing and planned INTELSAT satellites , 
and to avoiding significant econonic ham to the global INTELSAT system. 
Accordingly! the Executive brimch will initiate consultations with INTELSAT only 
for those non-IHTlLSAT systems which it believes meet the technical and econoaic 
conditions described in the INTIXSAT Agreement* Thfr United States will continue to 
consult with INTELSAT in good faith) therefore r the possibility cannot be excluded 
thatr following the consultation process r the Executive branch might find that 
final regulatory authorization should not be granted* 



30/ Seer e*g.r National Aatoc. of Regulatory Otil. Caem* ra v* PC£» 525 F*2d 630, 
640 (D*C* Cir. 197«)j National Assoc* of Regulatory Otil* Comm'ra v, rcc, 533 r,2d 
601r 608 (D*C* Cir* 1976)* See also CCIA v* PCC, 693 F*2d 198 (D*C. Cir* 1982). 
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Tht consultation with XKTELSAT would normally end with a rtcoaaoitndation being 
madt by the IMTBLSAT Asaojibly of Partiea. Such rtcoontndatioins are not binding on 
tht United Stataar although the U.S. Governaent will cacafully consider all 
rtcoiiiendationa. It will go forward only with ays tens it dteiss consistent with its 
obligations to IHTSLSAT* 

XXX* FORBXGN POLICY OONSXDSRATXONS FSCARDXNG XHTEBMATXONAL SATELLITBS 

Addressing the issues raiatd by the propoaed entabliahaent of 0«S* 
international aatellite systems separata fro« XirrSLSAT requires consideration of 
U.S. foreign policy objectives • These objectives have been considered within the 
Bxtcutive branch and do not constitute an appropriate matter for independent 
determination by a regulatory agency. Here, however r the major foreign policy 
mattara that were weighed are generally diacuaaed to further understanding of the 
Preaident^s determination. 

Xn his September 1983 letter to Chairman Charlaa R. Percy of the Senate 
Connlttee on Foreign Relations # Secretary of State George P. Shultz reiterated the 
basic foreign policy objectivea of the United States in international 
coomunicationa, and they are similar to those enumerated in detail above: *To 
prcmote an environment in ^ich ideaa and information can flow freely among 
nationa, to aupport the advancement of international commerce through the 
efficient and innovative uae of communications resources, and to expand 
information access and comunications capabilitiea of developing count riea.** 

the 1962 Satellite Act reflects thaae objectivea and others which have been 
furthered through our participation in developing and aupport ing the INTELSAT 
system. XKTELSAT' s manifest success hast 

o provided a dramatic exinple of U.S. leadership in the peaceful use of 
space in the interest of all countrieat 

o Contributed to meeting evolving U.S. commercial netda for officiant 
international conmunicationa aervices} 

o provided developing countriea with improved cccaBunicationa at reaaonable 
and affordable rateai 

o Confined the Soviet. IKTSRSPUTHXK aystem to a relatively small portion of 
the world) 
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o Suj^lled developing countries with accets to the geostationary orbit and 
sattllitt radio frequencies} and^ 

o Provided benefits to D.S* coapanies through open international 
proourenent for the international syttea't space cooaunicationt 
equipnent and servient* 

Peraitting U.S. international satellite systeas separate froa ZKTELSATr 
however^ could: 



Bring new diversity and flexibility to international comnunicationsj 

Create or expand aarkets in new areas, auch ts custonized, data, and 
video services; 

Provide incentives for INTELSAT and its Signatories to be nnre efficient 
and innovative; and, 

P«mit outside financial sources to undertake high-risk, sp«c\ilative 
ventures, thereby enabling ZHTSLSAT to concentrate its resources on 
further extending basic services through prudent financial nemagement. 



To attain the optinal coobination of benefits from both INTEI»SAT and 
additional U.S. international satellite systeas, the United States aust develop 
procedures and conditions under which proconpetitive doaestic goals can be aade 
coapatible with foreign policy objectives which have been well served by INTKLSAT. 



The United States played a leading role in the creation of INTELSAT in order 
to further national political, economic, and security objectives* The decision to 
speed developaent of coomunications satellites was first made by President 
Eisenhower and became a centerpiece of overall U.S. space and foreign policy 
programs, rive weeks after the Soviet Union launched the first nan into orbit. 
President Kennedy sent his "aan-to-tht-noon" aesoage to Congress (May 25, 1961) . 
As part of an expanded U.S. space prograa, he called for accelerated development of 
satellites for worldwide cooaunications. 

Bxplaining to Congresa the need for an international coaaunicatlons satellite 
system, Departnent of State officials in July 1961 eaphasized: 

o The global concept . The system should cover not only developed but also 
developing countries and service both small-voluae as well as large- 
voluae users, thus linking the United States to as many other nations as 
possible. 



Background of INTELSAT 
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o Political bttntfita * The lystM ihould proridt an opportunity for 
cooperation with ai aany other countries aa poailble In the peaceful uae 
of ipace, thereby forging Mutually beneficial ties* 

o Trade benefits * The system should facilitate transaction of the world's 
business and ensure acre open sarkets for U*S* technology and other 
products* 

o Conservation of the frequency spectruw * The system should conserye 
rather than consume, frequencies and thus help all nations, working 
through the International Telecommunication Onion (XTO) , make more 
effective use of the limited frequency spectrum* 

o National security * Space communications should link 0*S* forces and 
those of 0*S* allies, and help in UN peacekeeping efforts* 



These objectives were Incorporated in the 1962 Satellite Act which declared in 
Its preamble thatt 



(X)t is the policy of the United States to establish, in conjunction 
and in cooperation with other countries as expeditiously as 
practicable, a commercial communications satellite system, as part 
of an improved global communications network, which will be 
responsive to public needs and national objectives, which will 
serve the communications needs of the Onitod States and other 
countries, and which will contribute to world peace and 
understanding* The new and expanded telecommunications services 
are to be nude available as promptly as possible and are to be 
extended to provide global coverage at the earliest practicable 
date* In effectuating this prograza, care and attention will be 
directed toward providing such services to economically less 
developed countries and areas as veil as those more highly 
developed, toward efficient and economical uae of the 
elactroaagnetic frequency spectrum, and toward the reflection of 
the benefits of this new technology in both quality of services and 
charges for such services* 



47 0*S*C* 701(a) -(b) * 

The concept of a global system was fundamental to meeting these policy goals* 
Technology transfer, aerospact» product sales, and satell. to launch policies 
evolved In keeping with the global system concept* 

The United States has continued to reaffirm Its strong commitment to INTELSAT 
over the years* Under Secretary of State James L* Buckley, after consulting with 
other partu of the Executive branch, wrote to the FCC on July 23, 1981, regarding 
transborder satellite services and reaffirmed the importance to the United States 
of the integrity of the INTELSAT system, stating t 
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Tht found«tlon of our Inttrnatloruil oonfflunlcatlon^ sattlllta 
policy Includti the concapt ot a global sytten to v*hlch all 
nations can havo nondiicriainatory accost , and through which 
Intfirnational coanunicationa can flow fret of artificial 
constraints* 

At the saa« tiaa, Kr. Buckley racognized that exctptional olrcuutancas aight 
warrant the usa of doncstic sattllittt for intarnationol strvict. The FCx: was 
infomtd that thtrt wtrt no fortlgn policy oojections to o.S. doaestic spact 
systems balng allowed to provide transborder service to CanOa, Mexico, or tht 
Caribbean, provided thtrt was consultation with INTELSAT under Article XIV and 
appropriate foreign goverraent approral was obtained. Services could also be 
inaugurated it proposals art "supporttd by tht O.S. Governaent and both the United 
States and tht foreign governaental authorities conctrned, in the abeence of a 
favorable rtcooaendation by the Atiembly, consider in good faith that the 
obligations under Article XIV have bttn met." 



A prisary fortign policy dimension of INTELSAT ii service to developing 
countritt. niTELSAT is a cooptrativt whose neabers sake capital contributions 
cooaeneurate with their use of the systesa. Meabers receive a ceturn on capital 
(currently about 16 percent) and pay charges which reflect the variable costs of 
providing thea service, together with an allocation of joint and coonon overhead 
costs. Proa the outset, HfTBLSAT has charged unifora races for identical services 
provided on a global basis, although traffic in the Atlantic Ocean area reportedly 
it some six tiaes that of the pacific Ocean area and three tiaes that of the Indian 
Ocean area. 

There it voliae efficiency in the use of coonunications satellites that has 
not been fully reflected in INTELSAT* s rates. Such pricing policies further 
interests of the United States and other developed countries, as well as the 
interests of developing nations, because they proaote the objective of linking as 
amy countries as possible to the global systen. 

Although INTTKLSAT continues to introduce advanced equipaent, it aaintains 
lees sophisticated technologies in service as well, to aeet the needs of its leas 
developed meabera. INTELSAT strikes a balance all of the frequency ranges and 
provides for tutoaatic and eeni-autooatic signaling and switching apparatus. How 



Service to Developing Countriee 
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vtU nrrSLSAT can Mintain and expand its ability to providt basic services, 
including tht introduction of thin-rout t «er vices such as VISTA and INTELNBT, 
while, at tht sane tine, atteapting to aeet all tht deaanda of ntw ipecialiatd 
■arkets and strvicts, is anothtr considtration in extaining tht beat ways to 
fulfill the intent of tht IHTSLSAT Agreeatnt* 

Concerns vert exprtssed by scne adkainistrations froi developing oountrits at 
the April 1993 meeting of INTELSAT Signatories in Bangkok and again at the October 
1983 ateting of tht Asseobly of Partita in Washington that if significant traffic 
wire diverted from INTELSAT'S Atlantic Octem region to non-INTELSAT satellite 
systeaa, a worldwide rata incrtase aight ensue* The avoidance of significant 
eoonoaic bars to the global system of INTELSAT by the conditions placed on non- 
IKTBLSAT n*S. satellite systeas should allay those concerns • 

Statements made by developing country representatives at the October 1983 
meeting reflected their interpretation of the term "single global system" used in 
the INTBLSAT Agreeaent* Some aaintained this tern precludes the establishaent of 
virtually any satellite system outside INTBLSAT and, indeed, would preclude even 
the existing "regional" satellite systeas. The Preaable of the INTELSAT Agreement, 
however, itself envisioned "a single global systea as part of an inproved 
global telecommunications network" (eaphasis supplied) and the Article XIV 
sechaniSB expressly oonteaplates non-liVTELSAT satellites* Non-INTELSAT satellite 
systeaa today provide international public telecommunications services aft^r 
appropriate consultation with INTELSAT* It has been suggested by scae 
adainistrations that the development of additional satellite systeiaa apart from 
INTELSAT on the part of the United States would contravene the INTBLSAT Agreement 
and therefore constitute a signal that the United States no longer si^pcrts 
INTELSAT* This is clearly not the case* 

Access to the Geostationary Orbit 
How all nations can enjoy "equitable access" to the geostationary satellite 
orbit and to the associated radio spectrua is a aajor concern within the 
International Telecomunication Union (ITO) * The results of the ITO*s 
consideration of this issue at the upcoming Hbrld Adainlstrative Radio Conference 
on the Use of the Geostationary Satellite Orbit and the Planning of the Space 
Services Utilizing It (Space KARC) in August 1985 and June 19B8 is inportsnt to the 
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Onlted States and nany othtc countries. INTELSAT'S role in Meting developing 
countries' coMunications needs could Make it a critical, if indirect, participant 
in the resolution ot this issue on terms acceptable to liu neaber nations. 

For »ore than a decade, scae developing countries hav« sought a guaranteed 
share of the geostationary orbit and the radio spec trim allocated to space 
services. They aaintain that unconstrained growth ot oc«iercial satellite 
coan-j)ications systens could exhaust the geostationary orbit ai ' trequencies 
currenUy available. Fearful ot losing their share of what they un^.'<^rstand to be 
United global resources, developing countries in 1973 inscribed "equitable 
access" provisions into the XTO Convention. By the 1979 HARC, they were determined 
to write new rules for the use of the geostationary orbit and. associated radio 
spectrum and :)btained a ooomitiient for the two-part Space WARC in the 1980s. 

The availability of INTELSAT has not eliminated developing country demands 
for equitable access to the geostationary orbit and related spectriM. 
Nevertheless, its existence offers an alternative to the imploientation of costly 
national satellite systems, so long as low-cost and technically attractive service 
is available through an international organization which accc«odatea the 
sovereignty interests of each country, there is added hope that developing 
countries may meet some of their needs through INTELSAT. 

The proliferation of coraunications satellite systems already in progress, 
moreover, will heighten the importance of INTELSAT'S role in frequency 
conservation. Increasing demand for the radio spectrum is hastening the 
development and implewentation of innovative technologies which expand the 
capacity of the geostationary orbit resource and permit greater efficiency through 
multiple uses of the same frequency. Large-scale space platforms and other 
techniques have the potential to increase frequency usage efficiency by perhaps 50- 
to 100-fold> INTELSAT'S multinational consolidation of demand — domestic, 
regional, and transoceanic — will thus have particular attraction. With t!iese 
considerations in mind, the Onited States lent strong support at the October 1982 
INTELSAT Assembly of Parties to the principle of doaestic service using INTELSAT 
facilities, despite European opposition. 
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An Indication of the davtloping oountriet* growing itake in INTELSAT can h% 
found in XKTELSAT*s tvolution toward playing « largtr rol« in the provision of 
dOMttic aattllite aarvict. Zn 1974, Algeria proposed to lease ItTTSLSAT capacity 
for •nhanceaent of its donestic telecoatflunications network. Today, soae 
26 countries use IKTSLSAT to provide donrstic service. INTBLSAT has responded to 
this denand by coowitting itself to include planned donestic capacity, as opposed 
to relying solely on preemptible, spare capacity, in future generations of 
satellites. Zt has also developed higher power satellites that are compatible with 
the saall earth stations that have proved aost eccncnical for donestxc service* 



The Soviet Onion uses satellite comaunications to help centnt its relations 
with client states and to extend its influence with nonaligned nations. 
VmBS^umiK serves a nuiber of soviet policy goals, including Soviet interest in a 
"new world infonaetion order." The success of ZKTELSAT in providing qualify 
service at decreasing rates to developing countries has pceespted tne USSR from 
extending its technically inferior rival service, INTE^FOTNIK, to nore than a few 
noncocMiunist nations. Since it began operations, ZNTBI^PITINZK h^z obtained only 
five new sesibers (Vietnaa, Afghanistan, Ziaos, SoMth Yenen, and Syria) beyond its 
original nine charter nesbers (Bulgaria r Cuba, Bast Geraany, Poland, Roaania, 
Mongolia, Csechoslovakia, Hungary, and the USSR). Other countries using the 
IMTBRSP9INIK system include Algeria, Liby^, and Nicaragua. 

Scae suggest that potential conpetition with INTELSAT will lend inpetus to the 
developnent of Z^]TER5P(nNIK and increase Soviet influence in international 
satellite ooosuni cat ions. ^ Soviet developnent of IKIKBSPtmilK, as well as the 
emergence of the Soviet Onion as a cospetitor in the vorld aarket for satellite 
launch services, however r is likely to go forward unaffected by O.S. decisions to 
authorize additional O.i/. internation JL satellite systeas. X substantial 
weakening of INTELSAT as the dcninant 7lobal satellite cosutunications systen, 
nevertheless, cx>uld potentially enhance Soviet efforts to penetrate developing 



31/ See, e.g.. Statement of Mr. Joseph Charyk, Chaiman, Consat Gorporation, 
baforo the Senate Foreign Relations CosMittee, 98th Cong., 1st Sess. (Oct. 31, 
19S3) at p. 8. 
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ccuntrles through SovUt cocnunlcatlon tat«lltt« Cacllltltt. An INTELSAT lets 
attantlv« to doveloplng country nttdt could •ncouraga IHTSRSPOTNIK*i iffortt to 
•xpand Itt atrvlce arta* Thia will contlnua to b« an araa of concern undar any 
circuwtancaa* 



In addition to IKTERSFOTHIKr othar syatana outaide IMTSLSAT have evolved, aa 
aarliai' Indicatid, In 1978 r foe exaspla, governaenta (including the United Stataa 
and tha Soviet Onion} founded tha Intarnational Mar i tine Satellite Organisation 
(DQIARSAT) to provide aervica to ahipa at aea. A nuiber of regional and donee tic 
aatellite ayatana have also developed, after coneultation took place with INTELSAT 
under Article XlV(d) of the INTELSAT Agreeaent. 

In the future, INTELSAT ia likely to face additional aatellite coi^>etition. 
There are a nuiaber of existing and planned satellite syeteBS in addition to any 
O.S .-baaed systesa which nay be authorised. Theee Includei 

o ONISAT . Britain* a firet satellite eystea could provide both donee tic 
taleviaion transaission and certain International conaunicationa 
aarvicaa. After ita acheduled launch in 1986, UNISAT'a beta or 
"footprint" will cover the O.S. eaatarn aeaboard as well aa aoat of 
If ea tern Europe. 



m^OM. Tha firat TKLBCOM aatellite, the French counterpart to UNISAT, 
waa launched in 1984. The ayateii not only will aerve doneatic French 
needa but also will cover aoat of Kurope and provide telephone and 
taleviaion connections to tha French ovecsaaa departnenta. Its capacity 
will extend to tha French Caribbean, eaatarn Canada (St* Pierre and 
Kiquelon) , and the Indian Ocean (Reunion and Mayotte) . 

EOTnsAT. Thia Paria-baaed consortiua of 20 participating European 
countriea launched ita firat connunicationa aatellite in 1983. Tha 
ayataa will provide telephone, telaviaion prograa diatribution, and data 
transmiaaion aarvices within Neatern Europe r North Africa, and tha 
Kiddle East countriea bordering on tha Meditacranaan Basin. 

Arabaat. The Arab Satalli ta Comunications Organisation, based in 
Riyadh, will aerva 22 Arab countriea. Tha firat of its two satalli tee 
will be laundied in 1985. Tha ayataa is daaigned to aupply telephone, 
televiaion diatribution, and data tr&nsaiaaion aarvicea to wet of tha 
Middle Bast and North Africa. 

Palaga. lndoneaia*a Palapa Systesa currently providea both donestic 
aervice as wall aa aervica with tha Philippinaa, Malayaia, and other 
Southeaat Asia nations. 



Satellite Proliferation 
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o Pacific Baiin Propoial * At tht Paoifio TtltcoMunicatlon Con£trtnc« in 
January 1913, tht Japantat Raatarch zmtltutt of TtltcoMunlcatlona and 
Bootvoaica (RX7K) prtatnttd a dttalltd plan for a Pacif lo Regional Sattl- 
lltt COMWnlcatlona SystM, oattnalbly dtalgntd to *8uppl«B«nt* tht 
txlstlng INTBLSAT nttirork. It tiould proTldt tvo dlaalailar avrvlctat 
hlgh-apttd digital coanunications for dat« and vidto transsiaaion 
b«twttn Major citita fros tht U.S. vtat coaat to Japan, Auatralla, and 
Southtast Aaiai and Iow-toIum ttltphont cooMnic^tion battften rural 
artaa, rtaott ialanda, and thtir capital citita. 

0>S« ROU in INTKL3AT 
ThtO.S* role in INTELSAT contlnuta to ba strong, although it haa changed ovtr 
tht p«8t 20 ytara* Ttt 0«S* invtstatnt ahart baa dtcrtaatd frcs 61 to 23 ptrctnt) 
htnct tht U.S. vtighttd vott in tht Board of Gov««rnora haa dtcrtaatd to the currant 
23 ptcctnt. An international atcrttariat of soait 600 INTBLSA'^ ataff now nanagta 
tht aystia rathtr than Coiuat* A O.S« citixtn vaa rtctntly tltcttd Dirtctor 
6«ntr«l of IKTELSAT* nnSLSAT no longtr purchaats aljaoat all of ita aquipatnt fro« 
n.8* Manufacturtra, although tht Onittd Statta ttill aupplita about 70 parctnt of 
IKTBLSAT*a purchaata* Tht United Statta ia tht boat country for tht INTBLSAT 
headquarters* 

The United Statea haa been and abould continue to b« a atrong leader and 
contributor to the INTBLSAT ayaten* Changing technology, coapatitive econo«ica, 
ena diveraifying usee needa, howevar, have created a ntv international 
telecoaaunicationa environaent* There is a aanifeat trend tovard coexiatent, 
separate nati^al and regional aatellite aysteas* Thia doaa not obviate the 
continued need for a global ayateia providing an esaential coro for public- switched 
international coomunicationa. The 1962 Satellite Act and the INTBLSAT Agreenent 
both specifically anticipated cooaunicationa aatellite ayateaui outaide INTBLSAT, 
ana provided the flexibility to allow for and to respond to auch ayateos* 

XNTILSAT aervea the world well. It haa eatabliahed and currently operates an 
efficient global oo«aunicationa syateai prcnotea cloaer tiea aaong nonconaunist 
counts iea} facilitatea internfi^ ional business expanaiont helpa to develop aarketa 
for 0*8* induatryi prev«nta the apread of a global coaaunications aatellite 
network controlled by the Soviet Onion} and ia an effective international 
organization reflecting ahared technical and political inter eata. At the aaae 
tiae, ntv aatellite ayateaa can supply aervicea inconceivable 20 yaara ago and 
provide Mrvicea aought by high-voluae user a, including the U.S. Govarnaent* New 
approachta proaiae diveraity and flexibility. 
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INTELSAT faces growing co«p«tition ttca ntw fibtr optic cabltt, which may 
constitute a nort significant challtngt to it than separate sattllitt systems. The 
transatlantic cable (TAT-8) planne<l for 1988 by AT&T and the IRCs, Teleglobe 
Canada, and European telecooaunications administrations will have a capacity 
equivalent to about 38,000 telephone circuitSr as previously noted, and nearly 
quadruple the current subnarine cable capacity across the North Atlantic. This 
fiber optic cable, moreover, will ha'/e technical capabilities, including the 
ability to transmit high-quality video signals, which existing submarine cables 
lack. 

X "status quo approach" often has short-tem appeal and nerit froa a foreign 
policy standpoint, change inherently creates pockets of concern in the coaplex 
environaent of international relations. By its "very nature, however, 
telecoMunications is uniquely aaenable to change. The issues associated with 
international teleconnunications cannot and will not stand still. They are driven 
by technology — and technology, in turn, is driven by continuing Innovation and 
evolution. 

O.S. policy leaders 20 years ago could not easily have envisioned the 
exponential expansion of contntunications horizons through new technology which has 
subsequently occurred. They did, however, anticipate the need for flexibility to 
develop the then^uncharted teleconnunications frontier. 

Onliaited proliferation of coanunications aatellite systeaa separate froa 
IWTBLSAT has the obvious potential to inflict significant econcnic ham on the 
global systea. At the same tiae, o.s. econonic goals require recognition of the 
changing aarkatplace and encouragcaent of innovation. The approach discussed in 
this report and reflected in the President's determination strikes a sound balance 
in this regard. 



An essential ingredient for the for»ation of INTEL3AT was the provision on 
universal pricing for each defined service that is contained in Article V(d) of the 
INTELSAT Agreement, The Board of Ckavernors, under the nuidance of the Meeting of 
Signatories, establishes rates for each apecific service or grvHip of services which 
are then applied on a nondiacriminatory basis« The Signatories have established 



INTELSAT ao a Conpetitor 
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the principle that rates ehellr at far at practicable^ reflect coete. Thie built- 
in flexibility within th« IHTBLSAT Agreement p«niiti XNTBLSAT to off«r new 
eenrlceer to take adrantage of nw ttchnologiee, and to price new eervicee ae cloeo 
ae practicable to coet (including direct aa well at indirect coete) • 



This flexibility leeeene eooe of the concerns which aroee dOMetically when 
long~dletance coupe tition wee eanctioned, but incuabent carrier e were not afforded 
the ability to price reeponeiyely. ^ IHTKLSAT'e ability to match the pricee of 
other International eatellite eysteasr however r ie Halted as it deals through its 
Signatorlss. As indicated above r ZNTELSAT*s charges constitute only part of the 
end-ueer price for eervice* ^ Significant changes in end-ussr prices are thus 
dependent on action by its Signstories (or, in the Onited Statee, by Cocosat and 
terreetrial carriere euch ae AT&T)* 



IKTSLSATr in any event, ehould enjoy eon* coapatitive advantages with reepect 
to new eatellite eye teas of fsring custooixsd ssrvicss. Ths XNTELSAT systea aay 
sabody econoaiee of ecale and ecop«* ZTcrSLSAT enjoys a bruadth of coverage today 
that new eatellite eyetene could not essily rsplicats. Ths technology currently 
uxed by IKIELSAT aay not perait the organixation to provide efficiently all of the 



32/ See Aeronautical Radio, Inc . v. FCC , 642 r.2d 1221, 1228-29 (D.C. Cir. 1900) j 
cf. National Aeeoc> of Greeting Card Publiehere v. 0*S* Postal Service , 569 F.2d 
570, 582 (D.C. Clr. 1976) rev'd in part , 434 U.S. 684 (1977). 

33/ Sone indication of the coats associated with current arrangenenta is afforded 
by coneidering tha ainiaua coet of a one-hour video transaission from Rockefeller 
Center, New York, to the Britieh Broadcssting Corporation facilitiss in London. At 
prsssnt, ths ainiavM cost for such ssrvics would be $2,727 per hour. On the 
O.S* eide, AT&T's chargss for doasstic transaission (Nsw York to Andovsr, Mains) 
would be about $439. Coaaat'e ainisue charge would be about $633 (of which $480 
goes to nmxSAT), yielding a total O.S. cost of about $1,072 per hour. British 
Telecom would then charge 4,200 gold francs for the Britieh eide of the circuit 
(which charge would include landline charges) or about $1,655 per hour (of which 
niTSLSAT would get another $410). Thus, of thie total charge of $2,727, IHTELSAT 
would receive $960, or about 35 percent. The figuree, it ehould be noted, do not 
ntceeearily reflect INTELSAT* e payaente to ownere. Satellite charges were 
coaputed ueing Coasat'e ^Satellite Televieion International Tariff Inforattion 
Bandbook" (Aug. 1, 1982, as revissd) st pp. 140, 142. Dooestic AT&T tariff price* 
were eupplied by ATAT* 
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cuito«li«a itrvlo«i son* of tht ntw tntranti tnvlilon* ZNT»a*dAT uy aliOf as a 
Mtttr of prudtnt sjuugtMntr chooie not to itak to offtr luch ■•cvlcea. New 
Mttllltt tntry lubjtct to tht conditioni discuifed in thii rtportr hovtvitf do«f 
not poit any aubatantlal riak of aignif leant tconoaic harm to tht INTELSAT global 
sytttM* 

XV* IUBC.>MHSMDSD APPROACS TO NBV SYSTZK PROPOSALS 

Tht prl«ary focua of thla rtport la on thoat factora undtrplnnlng the 
Prtaldtnt*a Novaibtr 1984 dtterainatlon that ntw U.S. tntry Into tht Inttrnatlonal 
aattllltt bualnaaa la "raqulrtd In tht national Inttrtstr" provldtd tntranta are 
not Inttr connected with public-fwltched neaaage networka and joint oontulUtlon 
with DOTLSAT la undertaken. The Prealdentlal dateralnatlon doea not conatltuto 
endorseaent of any specific pending astelllte application. It repreaenU, rather, 
a determination of the terma and condltlona under which entry will be In the 
national Interest. Reducing barriers to entry and permitting entrepreneurs to go 
forward Is an Isportant atep toward achieving an efficient market for cuatomUed 
aenrlcea. other policy ocmponenta to this process would alao facilitate efficiency 
and can be puraued In parallel proceedlnga. In thla section, the Presidential 
determination and those "parallel track" matter a are dlscuaaed In detail. 



Fir at, additional o.S. International aatelllte systems should be ptrmltted, 
but subject to the termi and conditions previously cpeclfled. Ntw strvlct 
alttrnatlvea are proposed In the pending appllcatlona that would be In the national 
Intereat. Theae Include certain Inter natlonax video and data trananlaalon 
aervlcea not now available through the INTBLSAT ayeten. The proposed systena alao 
may offer major uaers a »«ana of enjoying more of the aavlnga aascolated with 
service on high-traffic volume cooaunlcatlona routea than thoae cuatoatra have 
today* 

Daera, and particularly sophisticated business service customers, gtand to 
benefit from satellite commuvlcatlona optlona which «re more cloaely tailored to 
their apeclal needa. IKTEL3AT haa concentrated on Ita primary function — serving 
public-switched aervlce uaera. The preaent INTELSAT system, moreover. Is not 
configured to provide every Important customised business service efflclenUy. 
Requiring business userc with special needa to conform to "loweat common 



New Syeteas should Be Permitted 
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dtnoalnitor" oonaunlcttiont offerings iaposts econcaic costs which can and should 
b* l«sstntt<3* 

Strvict Liaitations Rcguirtd 
Strvicc limitations art rtquirtd, howtT^tr to avoid significant •conoaic hara 
to XNTUSAT, Ntv sntrants thus should bt liait«d to th« provision of customixtd 
strvict. Such strvicts involvt tht salt or long-ttra Itsst of transpondtrs or 
spact stgistnt capaoity for ooMiunicstions that srt not inttrconnecttd with public*- 
switchtd ntssagt nttiiorks* Custoaiztd strvicts inolud* intracorporatt nttworks 
and ttltvition tranraission. BMrgtncy rtstoration strvicts would also constitutt 
a custonixtd sarvica. ^ Prosptctiva ntw sattllitt tntrants maintain thty will 
targat communications nteda that art not now tfficitntly strvcd by XKTSLSAT* They 
should thus bt authoristd undtr regulatory terms and conditions that will hold them 
to thtir ooamitJtntfl and ensure that thtir atttntion is focustd on serving and 
dtvaloping the customised strvice aarket. 

At present r publics-switched sea sage traffic crjoprisee the overwhelming 
aajority of XKmSAX traffic. As indicated abor^e, tne noet recently published 
INTELSAT ar report states thst full-*time voice^ record, and data service 
accounts for about 86 percent of the total eatellite utilization revenue INTELSAT 
receives. Such public-switched traffic constitutes the commercial core of the 
INTELSAT operation and, again as indicated above, it ia forecast to increase by 
15 percent over the 1988*-2000 time period. ^ Technical advances including IDDD, 
as ^rtU as additional entry into the international telephone business by 
O.S* carriers such as HCI and GTB Sprint, should have a positive affect on public- 
switchtd traffic. Increasing service and price coapctition among AT6T and other 
O.S* carriers, moreover, are likely to stimulate overall demand. There ie evidence 
suggeswing such competition in domestic publictwitched aervice aarkets stiaulated 



34/ Kecoomendation D.l of the International Consultstive Telegrsph snd Telephone 
Ooamittee (CCZTT) places certain liaitationa on customer uee of international 
private leased circuits. FCC regulations do not now permit the resale or sharing 
of international v^ivate line services. 

35/ 1983 INTELSAT Ann. Rep. at p. 17 1 1985 U.S. Induatriel Outlook at p. 31-7. 
See n. llr supra . 
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dtaand* — f Thtrc are alto indications that this dtmand-stiaulation efftct iMy 
already be optrating in sa«t inttrnational public-twitchtd Mcvica Markets. ^ 



Limiting new tntcants to custOMised services reduces any likelihood of 
significant adverse econonic lapact on INTELSAT. Such restrictions ace 
sustainable doiestically ah? internationally, particularly given the multinational 
character of international velecomunications and the fact that foreign PTTs 
police the services provided by contpaniee serving their countries. No regulatory 
reglae can be "air-tight." But the limitations discussed here are adequate to 
safeguard the economic integrity of INTELSAT, especially given public-switched 
Market trends aa discussed in the aubstquent section on the sustainabiXity of auch 
restcictiona. 



3£/ Between 1978 and 1979, for example, U.S. dcaestic telephone revenues 
Increaaed by 6 percent. In 1978, the remaining restriction* on competition among 
donestic carriers were removed. Between 1979 and 1980, the first full year of 
generally unrestricted public-swCtched message competition, the annual rata of 
increase rose a full percentage point, to about 7 percent (using constant 1972 
dollars). Between 1980 and 1981, the annual rate of increase rose to about 
10.5 percent, or about 40 percent higher than the rate which prevailed when the 
doeestic public-switched cervices market was far leas competitive. See 1S78 
through 1982 0.8. Industrial OuUooka . 

As one intern^fional communicationa expert haa atatedi 

As you may know, we've had seme competition on aervice to Canada, and 
that same competitor (Ha) has set up an experinent with Australia. It's 
very early to be drawing direct conclusions, but I'd like to share soae 
figure* with you. We had forecast ten percent growth this year in our 
meseages to Canada. Our actual growth in the f irat seven months of the 
yeir was aixteen percent — six percentage pointa higher than we 
predicted. Now, theae results are subject to interpretation. They can 
be attributed to such things as marketing efforts, advertising, and, of 
course, the recovery of our economy. And, aa I said, it io still very 
early. But it cerUinly appears to me that, from what we've seen so far 
at least, competition haa not hurt growth. And perhaps, aa more tine 
elapses, we will be able to say it haa stiaulated business. It makes one 
vender, if we had coi^tition in other countriea, whether perhaps the 
total ccomunications package would grow at an accelerated rate. 

Resarka of Mr. r.U. Nichols, ATfcT, at TKLBVEHT '83, Hontreux, Switxerland, Oct. 25, 
1983 at p. 17. 
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Coat-baitd Acciii An laporfnt laiue 



The tconowlc wiU-b«lng of INTELSAT »iy bt furthtrtd by •coit-bated" accsss 
foe custoaUed services* One way this could be secured is by peraitting 
0«S« carriers and ussrs to dsal directly with INTELSAT, with ths U.S. Signatory 
(COMst) ssrvlng as thslr Blnistsrlal a9ent« Another way could be to ensure that 
all of the costs which Coaiat and the carriers assess in addition to the basic 
ZNTBLSAT charge reflect legitinats, necessary costs* 

The process by which customers obtain international satellite coeimu nice t ions 
ssrvlce results In end-user prices substantially above INTELSAT circuit charges* 
The current 0*S* arrangeaisnt whsre Ccuat, in effect, functions as exclusive 
0*S. earksting agont for INTELSAT circuits, may be ill-suited to an era of 
proliferating cuatoasr deaands* No single entity, no eattsr how perceptive, can 
reasonably be expected to anticipate and satisfy all custoaer dounds and needs in 
a market which is experiencing rapid demand-inducing and cost-reducing 
tachnologicaX advances* Permitting expanded, direct, oost-bassd eccsss to 
INTELSAT Bay be the most reliable means of subatantially reducing costs and 
ensuring valid entry signals* 

Recently, the FOC required Comsat to unbundle its INTELSAT tariff into 
ssparate, *cost based* rates for space segmont and earth segaent services* In 
addition, the FOC dstsrmined that AT4T end ths IRCs could own earth stations 
indspendent of the traditional joint ownership arrangement, subject to FCC 
approval on a case-by-case basis* This decision seeks to stiaulate competition to 
provide earth station ssrvices# and to lower costs and increase the availability of 
ssrvices to the oonsueer* The decision aay also allow the FCC further to identify 
legitimate cost components of Comsat* s space segaent rate* 

The Executive branch shares ths FCC*s goals of providing usere with oost-bassd 
international satsllite cooaunications ssrvices of high quality and reliability, 
tailored to individusl needs* The FCC recently declined to comaence a foraal 



38/ Earth Station Ownership (CC Dkt* 82-5C0) , FCC Klmeo 84-605 (released Dec* 18, 
1984) * 
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ruleaaklng with a vl«v towtrd sanctioning txpanded^ cost^btied acceti to iNmSAT* 
Zt exprasted tht view that rtgulatory aaaauras could leaaen tha natd for auch 
atructural changt for tnd**uatra and Co«iat*a carrier cuatoaiarar but enphaaized 
that It was not foreclosing reconsidt cation of dirtct accass should alttrnativa 



Tha Executivt branch never thelaaa reconutands that the FCC examine coat-based 
carrier and user acceaa to XNmSAT with r Aspect to cuatonixed aervicta, and tht 
Dapartaant of Ccnatrca will soon file datailad reccmendations in thia regard* 
Khile thia iaaue night entail aubstantial public benefits when viewed in parallel 
with tha eatabliahnent of alternative aatellite systcas, it la not a prerequisite 
for, nor should it be the basis for any delay in, ruling on tha applications now 
before the POC* 

Xn aua, the President has determined that entry by additional international 
satellite syateas, liaited to custoaixed services , ia required in the national 
inteceat becauat it will: 



Provide users aort flexible options and facilitate more efficient inter- 
national aatellite coanunications services} 

Proaott dtvelop«ent and use of satellite technology; and, 

Afford U*S* entrepreneurs an opportunity to develop new coaauni cat ions 
aervicea and increaae international trade opportunitiaa* 



V. AN SVOMTIONARY APPROACH 

Tha concept of additional entry into the international aatellite coaaunica- 
tions business is not new* The United StaUs, aa earlier diacusaad, has pernitted 
such entry by sanctioning tranaborder aatellite comnunicationa, after consultation 
with INTELSAT, and has supported eatabliahnent of a number of regional aatellite 
ayataas. The approach recooaended here should thus be regarded aa facilitating 
evolutionary, not revolutionary, change in international tolecoaaunicationa. 



39/ Regulatory Policies Concerning Direct Access to IWTKL3AT (CO D)ct 82-548) , 
97 FCC 2d 296 (1984) • 



■eaaurea piove ineffective. ^ 
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Objtctlont havt b«6n voiced to any chtngtt in the ttatua quo. Scat tu^geatr 
for cxaaplcr that thtre would o« a ••vara advar^^ econoaic impact on INTELSAT fro« 
ntw syatau, aran if tha acopa of thaic offacin9a war a limitad, or that any 
liaitationa would prova unanfoccaable or inaffactiva ovar tiaa* Siailarly, it haa 
baan auggaatad thara ara certain intacnational radio frequancy aanagement 
obttadaa. Finally, it haa baan aaaartad that U.S. intarnational trada or othar 
intaraata, or tha lagitiaate intareata of laas daveloped oountriea, could ba 
advaraely affactad, Nona of thaaa objactiona withstand cloaa analysia, hoveverr 
nor do thay ovarrida tha advantagaa of additional antry to tha national intaraat. 



Ondar tha reccanendationa and critaria discuaiad in thia report and In the 
Praaidant*« detaminationr naw aatallita entrants could not offer public-awitched 
aarvicea diractly or indiractly and vould be obliged to focus on developing 
cuatoaistd sarvica aatketa* Since public-awitched aervicaa coapriaa by far the 
largaat part of international traffic, any aignificint advaraa lapact on INTELSAT 
could raault only if i (i) cuatoaizad cooaunlcationa quickly supplant conventional 
aarvicaa aa the aainatay of the international cooaunicationa buslneaai (ii) auch 
naw aarvicea conatituta a uniqualy profitable line of coaaarce, tha profita fron 
which ara eaaantial to aubaidisa othar neceaaary but unprofitable INTELSAT 
under takingai and (iii) IMTZLSAT provaa unobla affectively to aatch nav entranta, 
byr aaong othar thinga, achieving and-uaar price raductiona, broadening ita 
aarvice repertoire, and ptoviding carriera and uaera direct accaas optiona* 
Virtually all of the Executive branch* a analysis, however, indicates that theae 
poaaibilitiea ara raaota* 

According to IKTILSAT forecaata (aaa Table Z) , in 1988 traffic on ita trana- 
atlantic voice-^rade circuita will continue to ba coapoaad ovarwhalningly of 
aeeeiie telephone aorvica (KiB) and related public-switched aervicea. 
Specifically, of 15,603 aatallita voice-grade circuita to 18 aajor European 
countriea planned in 1988, IHTBLSAT haa forecaet 14,000 will be used for WTS alone. 
Onder the Executive branch approach, new entrants would thua be barred froa 
providing aarvicea which ara diractly ooapetitive with acae 90 percent of 
IHTELSAT*a voico-grade of feringa, according to INTSLSAT*a own eatiaates. 



No Adverae Econoaic Effftcte Are Likely 
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Tablt 1 



1988 IKTELSAT TRAFFIC PROJBCTIOHS 



INTBLflAT hat fortcatt the following breakdoim of its 1988 volce-gcide traffic to 
18 aajoE European oountcltit 



14rl85 MIS 

113 Rtcocd Service 
1,259 Alternate volco Data (AVD) 
46 Data 

lSr603 Total voic«-grade (4 kHz) clrculta 



INTELSAT haa alio projected for 1988 the following niabera of channela for Its 
International Buslnesa Service (IBS): 



For 1988, imSLSAT forecaats sevtn talevlalon tranapondar laaaes to Surope. 
Source: nmLSAT Global Forecaat (June 1982) , 

Tha Impact of naw entry on markats for other than public-switched aervlces 
will deptnd on growth In deaand for thoae cu3to«lxtd servlcea and uaora* evaluation 
of the relative narlts of the rate and aervlce options offertd by the entrants and 
the incuaibentr INXBLSAT. Btcauae of the dynanlca of the International 
canunlcatlona narketplace, uncertainties regarding uaer needs and preferences r 
and laparfect knowledge of the likely pricing strategies of entrants and INTE1,SAT 
alike, any forecast of Market capture by the new entranta and possible revenue loaa 
by INTELSAT, Is subject to rlak of wide error. Review of aeveral narket 
penetration and growth scenarloa, however. Indicates^ that substantial econoalc 
harm to INTELSAT from new entrants United to private non-switched servlcea Is 
highly Inprobable. Any traffic diversion and loe>; of bualnesa revenue froa 
INTELSAT to the entranta will alaost certainly prove Itaa than the expected growth 
In revenues froa uaera of INTELSAT aervlces. l-he total annual revenuea most likely 
to b« obtained by the proposed entrants, noreover, will not have significant 
adverse ef f ecta on itmxSAT or Its rates for switched aervlces. ^ 



iy See generally "Technical, Econoalc, and Institutional peaalblllty of Custoser 
Preslsea Earth Statlona for INTELSAT Services," (NTIA: M/A-Coo. DCC, Inc., May 
1913) J "Preaent and Projected Bualnesa Dtlllxation of International 
Telecofttunlcatlona" (NTIA, 1981). 
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1.544 aegablt per aecond (MBS) channels-K band 
56/64 kilobit per aecond (KDS) channels-K band 
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SOM Curthtr cont«nd that n«w sat«llitt tyatw tntty will rtiult In wldwptead 
«nd iub«tantl«l <3e-«ttr«glng of IRTSL8AT»t prlcti, with tht futthtr conit<iuenc« 
that •thln-routt" prlc«i will clat abruptly whllt •thlck-toutt" prlcta rapidly 
fall. Thla, crltlct maintain, will rtault In iharp Increaata In coa«unlcatlont 
coiti for dtyaloplng oountrlta who today ara aald to baneflt frc« Intarnal, 
INRLSAI-daviaad «nd atelnlsttrad croaa-aubaldlaatlon achoMt* Such ptaalnlatic 
foracatta, of couraa, ara coeparabla to thoaa which vera advanced when O.S* 
cSoatatic coMpatltlve new antry was undar conalderatlon by the FCC. 

Poaalbla adraraa affacts on davaloplng nations are of significant concern, 
giren the increasingly l«portant rola coawunlcationa playa aa a catalyst for 
overall ,.i0«lc development and given the United States' longstanding cotBtltaent 
to iBproting the economic proapects of developing nationa. Analysie Indicates 
there ia little poaaibility of significant adverse ef facta on INTELSAT, or, in 
turn, adverse effects on developing natlone. 

There are three reasona for thia conclusion. First, by far a aajority of 
IMTBLSAT'a core revenues and ite basic aervice functions would be *off-llaita* to 
new entrants. Second, even aaaunlng sone aignlf leant croaa-elaatlcity or 
inter changeability of demand between cuatomUed and conventional services, both 
narkets currently are growing rapidly. Revenue "alphonlng" Is likely to occur, if 
at all, only when the markets at iaaue are atatlc, which ie not true here. 
I11TBLSAT*8 cherges, moreover, typically constitute but part of end-user cherges 
Cor coMunlcatlons circuits. Increaaes in INTELSAT'S chargea for public-switched 
offerings, which are unlikely, need not neceeaarlly be reflected in higher end-ue4.c 
circuit pricea. Third, INTELSAT is in a good position to compete. The 
organisation has an extensive array of advanced spacecraft, a highly talented 
technical and sanagerial cadre, and enjoys global acceptance and presence. These 
are potential competitive advantages few entrants could hope to replicate. 

In sua, while potential adverse effects of new entry on developing nations* 
coaaunlcatlona pricoe is an iaaue, there are few foreseeable condltlone, if eny, 
under which the pessimistic forecasts sdvanced In opposition to new antry night 
conceivebly materialize. In the unlikely event such problems develop, moreover, 
there axe a number of corrective measures available other then pursuing unnecessary 
restrictive entry policiaa. 
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Mo Valid SpectriM ManagMitnt Objectiona 



Conctrn has b«tn advanced that U.S. approval of additional international 
sattllite aytteiu could ocaplicata inttrnational radio tpectruK aanagtaent 
programs, such approval allegedly could be perceived as ininical to the goal of 
•nsuring "t<iuitable" access to and use ot the geostationary orbit and associated 
radio spectrua, increasingly regarded as a scarce and valuable international 
resource, and thua ooaprcaise our efforts to ensure international acceptance of 
flexible orbit and spectcut regulation, rhete are not unreasonable concerns for 
study. Our review of the possible ef fleets of such U.S. action, however, suggests 
little adverse iapact on radio frequency manageaent policies and prograas. 

The U.S. international satellite systeas now being oonsidercd by the FCC 
propose to use current technology and to function in the frequency bands allocated 
internationally for such services. The proposed uses accord with applicable 
international radio regulations, as do the projected power flux density, "station 
keeping," and "pointing accuracy" features of the proposals. Engineering review of 
the proposed new systets indicates they would comply with pertinent international 
radio regulations. 

Questions have been raised regarding the possible effect of O.S. approval of 
additional satellite systens on current and future international discussions of 
geostationary orbit use, previously discussed in the part of this report surveying 
foreign policy concerns. The orbital positions proposed by the new entremts will 
require technical coordination under the ITU Radio Regulations, and the systems 
Bust eventually be recorded by the International Frequency Registration Board. A 
preliminary review indicates all of the proposed positions can be accoomodated 
through the current ITO process. 

Since the advent of coonercial satellite coocaunicationo, there has been 
disagreement internationally between those favoring a flexible international 
regulatory approach, and those urging rigid, "a priori planning" of orbital 
resource use. The United States and other nations have favored a flexible approach 
to facilitate the evolution of satellite oomaunicatlons technology, soae foreign 
adainistrations, however # have pressed for a more rigid approach on the ground it 
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will ensttrs "•qultablt acctss" to tha geostationary orbit, •sptcially on the part 



International dlacussions regarding orbital "slot" utilization antedate 
current propoeale to deploy additional O.S. international aatellito aysteaa. 
Theae diacuaaiona will be an Isportant part of future Space KARCa regardleaa of the 
diapoeitlon of the pending U.S. satellite ays tea 4ppllcatlona. Granting theae 
applications could provide thoae favoring a rigid approach soae additional aupport, 
for their viewa; they may contend that the United Statea is using »ore than its 
"fair share" of what is perceived to be a scarce international resource. Such 
arguttents, however, are not coopelling. 

The orbital positions sought by applicants for new O.S. satellite systema are 
unlikely to Interfere with the rights of other notions to aake use of orbital 
resources* Additionally, experience gained through auci< new syatems would be 
available to other administrations and thus afford them a mana of better aerving 
their own national coMuni cat ions needa. Several of the O.S. satellite ayates 
applicants, aoreover, propose the sale or long-tern leaae of space aegaent capacity 
which could afford both O.S* and foreign users an opportunity to invest directly 
in, and sectire the benefits of, advanced satellite cooaunicationa. Under the 
Executive branch approach, both O.S. and foreign customers would be offered new, 
potentially valuable, service options. 

The Onitcd Statea, by taking a flexible approach tOK*ard orbit uae, haa managed 
to foater the development of new communications techniques which, in turn, have 
Bade possible t.eadily nore intensive use of the orbital arc. Spacing between 
O.S* domestic satellites has been steadily reduced from 5 degrees to 2 degrees 
over the past decade, and advances in technology shotild aid in achieving even mare 
intensive uae. Such gains in technical sophistication and effectiveness would not 
have been accomplished as readily, if at all, had the Onited States adopted the 
rigid approach some nations urge. 



41/ See Robinson, Regulating International Airwaves^ The 1979 WARC , 21 Va. J. of 
Int*l L. 1, 44 (198in ' 



of developing countries. ^ 
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Thtat oonctrnt on the pact of flose nations act b«lng noted by pollcyaaktcs in 
pceparlng foe tht 1985-88 SpAct WARC and Inttrnatlonal radio conftrenctt 
9tntr«lly« Tht ctttcained approach tovard additional international sattllitt 
tyittttf refltcttd in thit ctpoct and in tht Prsaidtnt't dettntination, however, 
should ameliorate international co::cerna. It ia potsible to accovaodate tht 
inttrfttta of INTELSAT, new entrants, and, sore iaportantly* the ueers of 
international coonunicatione both here and abroad, and thue to aaximixe the 
benefits afforded by epace satellite technology. 



Related contentions have been advanced concerning U.S. epproval of additional 
international coonunicatione eatelllte syateas. It has been contended, firet, 
that U.S. approval will diesipate U.S. influence over INTELSAT and, atcond, 
disinieh the eignificance of INTELSAT ae a major pucchaeec of U.S. aeroepace 
producte. Third, it has been contended that U.S. action will trigger a further 
proliferation of regional and transoceanic satellite eyitens eponsored by other 
nations which will rely chiefly on indigenous aerospace firms, thus gradually 
eroding MXi'/ technological and conaercial edge the United States enjoys in the 
aeroepace field. Finally, gone naintain that connu nice ti one adainistratione 
abroad will seek to influence procureaent decieione made by new U.S. satellite 
system entrants. 

INTELSAT scheduled 12 INTELSAT V and V*A eatellittt launchinga between 1982 and 
1985. The total nuaber of aatellites in the current expaneior^ prograa is 15, with 
an eetiaated value of $1.3 billion (including launch costs). In Karch 1982, 
INTELSAT awarded Hughee Aircraft Conpany a $700 ailllion contract for the purchase 
of tha flret five satellitea of the next generation, INTELSAT VI. Bach INTELSAT VI 
satellite viU have the capability to handle aore than 30,000 telephone clrcuita 
ani eeveral televielon programs — more than twice the capacity of the lateat 
INTELSAT V-A eatellite —and a ten-year deeign life. INTELSAT will launch the 
f^ret satellite in thle eeriee in 1986 aboard the O.S. Space Tranaportati on system 
(Shuttle) and aay use the European Space Agency's Ariano syeten for othere. 
INTELSAT estiaatee the cost of thie latest developaent program will reach 
$2.2 billion by 1992. O.S. aerospace firms anticipate participating in thie 
program^ and the Executive brandi has no ground to aeeume this will not be the 
caae. 



Poeitive International Trade Effects. 
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It if not 0*S« lnXlutnc« that curctntl/ affocdi 0«S* ••roipact productri a 
significant thart of IKTEI»SAT*i procurta«nt. Tht lucctii O.s* productri snjo/ it 
dut chitfly to th« luptrior quality of thsic pcoducti, tb« attractiYtntsi of thsir 
prictSf and tht •ophiatication of thtir ttchnology in what ia incrsaaingly a 
fiarcttly coMpttitivt world markat. Tha XNTKLSAT Dtfinitivt Agrttatnt, aortovtr, 
•pacifically aandatta op«n and ooapttitiva procurtMnt. Zt ia unfair to ia^Xy th* 
akill«<S profeaalonals who coapriat tht zmSLSAT Sxtcutivt Organ would disrtgard 
tht requirea«nta for coopatitiva bidding containad in tht Agratntntr ovarlook 
products offartd by U.S. finu at coapotitivt pric*«, and thus conpconiae a wall- 
aacntd rtputation for fair and buaina^a-lika conduct of this iaportant 
inttrnational tnt^rprist* 

At pcestntf U.S. atroapaca product ra confront inttnaifying inttrnational 
coopttition froa a divaraity of high-calibar, multinational f inur and this trtnd 
is likaly to oontinut indtpendtnt of tha dacisions at issua htra. U.S. f ims anjoy 
aoaw advantagts in producing ctrtain classts of spacaccaf t — largt capacity spin- 
stabilised sattllittSf for inatanct* Hhila 0.8. firms ara praaainant in tha 
inttcnational atrospaca f laid, favtr and ftwar fcta world atrospaca projtcts rtly 
axclusivtly on piv-^ducts suppllad only by Ana nation's flrsa. Bxtansiva Joint 
venture and cross-licensing arrangtitants art incrtasingly characttristic of this 



INTELSAT has purchastd froa a broad ranga of suppliars, and tha parctntagt of 
its procurantnt avardad U.S. firss has dtclintd as tha cossarcial cospttanct of 
non-0. S. firms has grown. Tha Onittd Statts, hovtvtr, should not ftar this 
incrtasad compttition. In a frta tradt anvironatntf such compatition provides a 
nactssary and highly dtsirablt spur to graattr afficitncy, mora rapid innovationf 
and Improvtd customtr rtsponsivtntss. Indtad, auch of tht rapid growth in the 
O.S. aerospace business is attributable to tht compttitiTantss of this field 
generally and the resulting incentives to perform efficiently. 

The intrinsic talents and abilities of U.S. aerospace firms should not be 
adversely affected by O.S* approval of additional inttrnational sattllitt systena. 
ZNTILSAT*s proftssionala will continue to abide by the cospetitivt procurestnt 
requlramtnts contained in tha Definitive Agrtamtnt. Tht isportance of INTXLS^T as 
a purchaser of aerospace products » both of O.S. and foreign manufacture, in sumt 
should not be impaired. * 



field. 
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Tbt BxtcutiTi branch hit alio atrioualy oonaidtrad oonttntiont that 
O.S. approval of naw aat«lllte ayatena could bava a "doalno t££«ct" and trigger 
additlaMl tntry by "atote-aubaldlz^d" European and othar ays terns that will 
advaratl/ affact nmOtSAT and not Mka use ot O.S. aaroapaca producta. Nhila tha 
datalla ot all such additional satallita syatams are not yat avallabla, a nmbar o^ 
aatalllta syatasa ara now functioning or planned worldwide in addition to 
O.S. ayatama as earlier diacuaaed. Extenaiva auboarine cable facilities! 
■oreoverf are also under construction* 

Available inforvation doea not indicate O.S. aerotpace firsa have been 
foreclosed froni coopeting to aupply exiating and planned regional aatellite 
ayateas. Ford Aeroapace, for exasple, reportedly ia a major subcontractor for both 
Arabsat and French aatellite aysteaa. Bughea Aircraft haa aupplied apacecraft for 
the Xndoneaian Palapa regional ayatea and haa longatanding relatione with SPAR, the 
Canadian firs which ia the prine contractor for the Brazilian doaeatic aatellite 
aystea. Ford, Bughea, and RCA all hara ccnaercial arrangeaents with Japaneae 
aeroapace coapaniea and thua atand to participate in any aatellite ayateaa which 
Japaneae f insa stay propoae in the Pacific region. 

It ia unaounJ to aaaisief Moreover/ that any sanctioning of new O.S. -baaed 
aatellite systeaa vill adversely effect INTSLSAT since foreign entrente aay not be 
subject to lialtstions such as those recoaoended for U.S. entrsnts. Having placed 
reatrictiona on the activities of O.S. entrants, the national intereet would 
require coaparable lialtationa on the aervicea any foreign satellite ayatea aight 
provide to and f roa the On i ted Statea. 

At preaenh, the Onlted Statea accounta for a aajority of int^'uational 
telecoaaunicationa traffic and, indeed, is said to conatitute toae 4C percent of 



42/ Under the 1921 Cable Landing Act (47 O.S.C. 34, 35) and the delegation of 
Preeidential authority to the FCC in Executive Order 10530 (3 CFR 189 (1954-58 
coap. )), the FCC enjoys broad authority regarding the provision of international 
aervicea by foreign entitiea directly or indirectly to the Onited Statee end has 
authority to take etepa to enaure equality of opportunity aaong O.S. and non-0. S. 
carrlera in the international telecoaaunicationa buaineaa. Section 308 (c) of the 
Coanunicahiona Act (47 U.8.C. 308(c)) eapowera the FCC to place coopaiable 
requirtaente on those providing international aervicea by radio. 
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the total world ccmunications iicrvlcss and products lurktt* ^ Acctss to tht 
U.S. urktt It thut coMercially critical* Raving taktn appropriatt steps to 
8af«9uard tht sconoolc integrity of iwrSLSAT, tht Unlttd States would not sanction 
actions by foreign systtma serving O.s, markets that would undentlne our 
limitations and place U.S. firms at a competitive disadvantage. 

Finally^ tht Executive branch has weighed the possibility some foreign 
governments might consider dictating procurement requirements In exchange for 
permitting non-INTKLSAT satellite systems to access their markets. The United 
States would oppose any initiative by foreign a(teinlstratioi<s which would 
discriminate against U.S. aerospace firms. The United states doea not wish to 
regulate the procurement decisions of noncoaaon carrier r satellite ayatena. The 
United States, nevertheless, would consider dtclinlng to consult on proposals 
involving unacceptable procurenent provisions that could adversely affect 
competition In the aerospace Industry. Such provisions might also raiae questions 
under international trade agreements. 

Not only is there little ground for concern that U.S. approval of limited 
entry into the international satellite field would adversely affect international 
trade, but there are also sound reasons to forecast positive consequences. 
Inter naticr.al services today are priced considerably above domestic circuits of 
comparable length. \t present, for example, HCI charges a mlnimua of $3,700 per 
a^nth for a full-time, voice-grade private line between Now York and London. \ New 
York to Los Angeles private line circuit retails for from 91,507 (MCI), to $1,701 
(Western union) to $1,150 (RCA). International service, in short, costa between 
two and three times comparable U.S. domestic service* A U.S. firm offering 
international circuits at prices comparable to U.S. domestic prices should thus 
experience significant demand. 

U.S» financial services and data processing companies constitute major 
factors in the international cooutun lea t Ions market, with annual comnun lea t ions 
bills amounting to tens of millions of dollars in several instances. Reductions in 



i2/ See 1985 U.S. Industrial outlook at p, 3i-3, 
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thtte coonunlcatlont cotts i»ply lowtr busintta — andi ultlnately, custoatr 
coiti and an txpanolon in builntii activity. Ntw tntranti luy also offtr largt 
Ultra atnricea aort cloatly tailored to particular corpor.-^tt neada. Worldwide 
ct«Jit card and tloctronic funda tranafar operationa, for txaaplt, nay bt htavily 
dtpendtnt on the availability ot efficitnt, dedicated aatellite conaunicationa 
nttworka* New comunicationa aervict options and rtaultinc efficiency gaina 
ahould b« reflected ultiutaly in lover coats to conauatrs and, in the case of 
U«8* firas, enhance the attractivantaa of their products in international narketa* 

Haw cofldiunicaticna aatellite offer inga ahould also have an aff irutive effect 
on the U.S. aervicta atctor generally, which is of aptcial iaportance ^iven the 
contribution thia atctor nakea to U.S. overall foreign trade. In recent years, the 
aervicta sector haa beccna a Major source of export receipts in O.S. balance-of-- 
payaenta accounta. Included in thia diverat sector are enterprises including data 
proceaaing, engineering, architectural, and conatruction aerricea, advertiaing 
aervicta, unageaent conaulting and accounting aervicea, inaurance services, and 
the provision of video prograas, all oZ vhich are increaaingly dependent on the 
availability of effect ivt and tfficitnt international conaunications. The aarket 
for U.S. prograaa is particularly iaportant given the rapid develO|»tnt of cable 
television, conaercial television, and other video services in Europe. In 1982, 
receipts frca services exports were $40,4 billion, about one-fifth the aaount of 
U.S. aerchandise exports. Over the past decade, growth in U.S. services exports 
has partially offset losses in aerchandise export accounts. Services constitutes a 
kay coaponent of U.S. international trade and expanding U.S. cooaunications 
options should contribute to its growth. ^ 



International conaunications constitutes a critically iaportant coaponent of 
U.S. and allied defense «ivd security prograaa. the U.S. Departaent of Defense is 
the largest single user of international conaunications services, spending aore 
than $50 nillion annually for nore than 220 comaercial satellite channels. 



44/ See generally 1984 O.S. Industrial Outlook at pp. 23 et aeq. 
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Hortovtr^ tht Dtftntt Dtp«rt«tnt not only hat txttnslvt North Atlantic Basin cooau- 
nications rtquirtnentti it alto ne«<St to comaunicatt globally to raws to loceltt and 
hat rtlied tignif icantly on tht INTELSAT syJtta in thit toward. The Deftntt 
0«p«rbitnt it oonctrned, thtrtfort^ that additional ccnpttition in the inttr- 
national sattllitt ooMunications busintaa not iapair tht cost-tfftctiventts or 
ttrvict quality of tht INTELSAT tyttea. Approrax of additional 0.8. international 
Mtellitt tyattas, tubject to the liMitationt diacuaaed in thit report, will not 
adverttly affect national deftnat* 

A kty inttrttt of the Deftnte Dtpartstnt and tht national tecurity ooanunity 
it enturing the tf ftctivtnett and aurvivability of inttrnational coooRinicationa 
ttrvicta through redundant routing and aaintaininc a broad aixtuce of interna- 
tional coonunicationt facilititt. ^ Tht Dtftnae Dtpartaent traditionally hat 
favored tht dtployntnt of aubaarint cable facilititt to conpltBent tattllite 
facilititt. In addition, tht Dtfenst Depart»ent aaintaint txtenaive Goverroient- 
owned facilitiet to providt inttrnational coanunicationa. Purthtraore, currtnt 
national stcurity telecooaunicationa policy ataignt priority to tht crtation of a 
turvivable ttltcoMunicationt inf raatructure to tupport the Federal Government' t 
critical dOMttio and inttrnational telecotnunicationa needa. Additional 
inttrnational tatellite facilities would contribute to the "nix of oedia" national 
defente requirea. under the limitations propoaed htrt, it it unlikely there *^5uld 
be any eignificant advtrae effects m INTELSAT or other international 
cowunications facilities. Accordingly, oyer all national aecurity telecoctnunica- 
tione capability would benefit. 

The Deftntt Department alao haa a atrong intereat in the continued strength 
and vitality of the U.S. satellite cooaunications and arroipace induatriet. Tht 
Dtfenee Departatnt has exprtaatd concern that tht United states not btcone 
dtptndtnt on fortign-owned or controlled firae to provide nccoaaary aervicea and 
tquipnent. ^ Approval of the satellite ayatea applications now pending before 



!§/ Set stateaent of Litutenant General N.J. Bilsaan, Director, Defense 
Conaunicationt Agency, Btfort tht Stnate Coruiunications Suboonaitteo In Bearings 
on 8* 2469, 97th Cong., 2d Sesa. 96 (1982). 

46/ Id. at 93-94. 
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tht FCC, subjtct to XlaiUtlons, would advanca 0«S« technology, and defanaa 
Inteteats would b<na£it« 

Tha Defanae Departaent could benefit aignificantly Ucm changaa in FCC rules 
to facilitate oost^based acceaa to IKTBLSAT. Accesa by firms other than Conaat has 
been authorised by the FCC in the past* Such eccesa ia a neaurf by which 

international coirjunicationa coats cen be substantially reduced and service 
flexibility isproved. Both would benefit the Defense Departsent es a najor user. 

Zn conclusion, the Defense Departaent and the other parts of the nationel 
defense and eecurity coanunity have a etrong intereet in the future economic 
strength and technological vitality of the INTELSAT eye tea. Under the lisited 
entry epp roach dlecuesed here, thoee legit inate interests would be protected* 
Indeed, eutiiorising additional U.S. -owned and controlled international aetellite 
syetens coiild further defenee interests by iaproving the survivability of tha O.S* 
national telecomunicetione infrastructure end itainteining an affective and 
efficient aeroepace industry* 

Liaitatlona on Internationel Service ere Suateinable 
T)ie Freeident*s netional intereet deteminetion steted that certain criteria 
were necessary to ensure that tha United States aeets its international obligations 
end to further its telecocuunicationa and foreign policy interests* The 
Secreteries of Stete and Conner ce have inforaed the FCC that, in addition to 
IMT2LSAT consultation, final authorisation of each system aust restrict euch 
licensee to providing eervicee through the aale or long-term leaee of traneponders 
or epaca segaent cepacity for coaaunications not interconnected with public- 
switched aeseege nett^rks (except for eaergency restoration eervice) * 

Hhile recognising the public benefit of theee restrictions, sooe induetry 
perticipants have expreeeed concern that the FCC aay not have the power to iapoee 
or aaintain auch llaits* They point particularly to tha raver eal of the FCC in the 



AT/ See Tranaiting Decision ^ 23 FCC 2d 9, 30 FCC 2d 513 (1971)} aae also ITT World 
Coaadnicetione, Inc * w* TCC, 725 F*2d 732, 752 n* 48 (D*C* Cir* 1984)* 
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so->cftlltd Bxecunet dQClslons. ^ Their concern is nlsplaced, however, for if 



based on proper regulttory procedures and flndingsi FCC llaltatlons on 
InternstlonaX service offerings by new satellite entrants are sustainable. 

Applicants to construct and operate satellite systems ar« subject to Title ZZZ 
of the Coaounications Act as previously noted, and nany of the provisions of that 
title broadly empower the FCC to take the actions required hers. Section 301 
prohibits persons froa transaitting radio signals except in accordance with the Act 
and with a license granted under its provisions. Section 303(b) authorises the 
Coi&aission to prescribe the nature of the aervice to be rendered by each class of 
licensed station and each station within a class. 

Under section 303(f), the FCC is authorised to adopt regulations necessary to 
carry out the provisions of the Act. Section 303(r) specifically authorizes the 
FCC to prescribe such restrictions and conditions as nay be necessary to carry oat 
the Act or U.S. obligations under treaties or conventions relating to radio or wire 
coousunications. 

In additionr aection 308(c) provides that in granting a radio license for 
comercial cooaunication between the United States and any foreign country, the FCC 
Bay iopose any tenu, conditions, or restrictions authorized to be Inposod under 
section 2 of the Subnarine Cable Landing Act (47 U.S.C. 35) . Again this empowers 
the Coonission to withhold, revoker or condition a license. ^ 

Section 309(h) states that each license is subject to conditions^ including 
that the licensee does not have a right to operate the atation beyond the tern of 
the license nor in any manner other than authorized therein. 



48/ MCI Telecom. Corp. v. FCC, 561 F.2d 365, 580 F.2d 590 (D.C. Cir. 1977, 1978). 
See generally Button f The Proposed Deregulation of Doneatic Coneaon Carrier 
Telecoanuni cation s » 69 Cal. L. Rev. 455, 457 (1981) > Karren, Intercity 
Tolecommnications Competition After Kxecunot , 31 Fed. Con. B.J. 117, 129 (1978) . 

49/ Functions vested in the President by aection 35 of the Cable Landing Act were 
delegated to the FCC by Executive Order 10530, 3 CFR 189 (1954«-1958 Coop.). 
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Kith thii exttniive statutory lupport, ^ tht courts naturally have found a 
dalegatlon of wlda diacretion to tha Comissiont *(Z)t la clear that Oongresa 
stant to confer *broad authority* on tha Covaisaion • • • so aa 'to smlntaln, 
through appropriate adalnlatratlve control, a grip on the dynamic aspects of radio 
transaission.** ^ 

Dtapita such undtrpinninga, sons naintain that tha FCC's ability to 
circumtcribe the range of aarvices offartd by additional international satellite 
systeoa is United, baatd on their reading of the ixtcunat rulings* In 1976, MCI 
began airkoting a long-distance atrvice called "sxecunat." The FCC detemined that 
Bxecunet was 'ssssage talaphont" aervica (ftrS) not "private line" aervica, that MCI 
had been United to providing only apecialized or private line servicea, and thua 
ordered the offering diacontinued. Tha basis of the FCC*s opinion was that there 
was an iaplied reatriction in the licenaa linitlng KCI to apecialised sarvicss, 
btcauaa the Coonisaion had a written policy of prohibiting apecialized carriers 
fro« providing ms aervice. The court resanded the FCC*s decision, becauae it had 
not sada a apecific determination in granting KCI*s license that the public 
intersst and neceaaity required auch a reatriction. In arriving at ita ruling, tha 
court dlacuaatd tha authority of the FCC to reatrict licanaaa: 

• • • tha usual way in which a carrier becoaes reat rioted in the aervices 
it nay offer is for tha Conmission to write rastricciona into the 
facilities author izationa that nust be obtained pursuant to Section 214 
of the Coamunications Act before any cossunications line may be built, 
operated, or extended. Accordingly, a carrier can usually tell if it ia 
subject to service reatrictiona ainply by exasining the inatrunents of 
authorization issued to it by tha Cooaisaion. 52/ 



50/ Slnilar authority haa been granted to tha FCC under title ZZ of tha Act with 
reapect to cosaion carriage. For axasple, "Tha Cooalaaion shall have the power to 
iaaue auch certificate as applied for, to rafuae to iaaue it, or to isaue 
it . . . for the partial exarciaa only of auch right or privilege, and say attach 
to the iasuance of the certificate auch teraa or conditions aa in its judgment the 
public convenience and neceaaity nay require." 47 O.S.C. 214(c). 

51/ 2S£ V. Pottaville Broadcasting Co. ^ 309 O.S. 134, 138 (1940), quoted in FCC v. 
Midwest Vidao Corp. , 440 O.S. 689, 696 (1978). 

52/ 551 F*2d at 373* 
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Tht court did not find tht FCC Ucktd authority to prtscrlb* tht lervicts NCX 
could offtr^ but only thitt whtn granting MCI its authorization tht FCC had not 
followtd prop«r proctdurts and »ada tht rtquisitt public inttrtst findina that auch 
strvict liaits wtrt appropriatt* Aasuaing tht FCC wtre to maXt proptr findings in 
tht cats of tach of tht propostd ntw inttrnatiorjil sattlUta systtasr now tntranta 
can Itgally bt circunscrlbtd in tht range of strvicts thty aay offer. This is 
tspecially true sinct tht prosidtnt has dtttnsintd that such liaita::ions art 
rtqulred for fortign policy and rtUttd reasons, an area in which the courts have 
gtntrally deftrrtd. ^ 

Opponents of tht p^ndimj applications argue any lialtat ^ns placed on ntw 
tntrants ultinattly sight bt rtlaxtd doaostlcally. Changtd circuMtances 
conceivably aight lead to such rtccnsldtratlon in tht future; U.S. doatstlc cocnon 
carrltr regulations in general havt tended to bt liberalized over tiat. Tht saae 
is not t-ut abroad r however, virtually all European PTTa currently enforce strvict 
rtstrictions, and thtrt art ftw indications this will changt. Bnforceatnt ntasures 
include on-site aonitorlng of users' telecomunications centers, and use of 
facilities for unauthorized purposes is grounds for discontinuation of service* 
Host European ptTo also do not ptmit use of custOHer-preniaea earth stations at 
this tiae, nor the resale of cooaunications circuits. O.S* International flras 
also often admonish their custoners not to use facilities for Isperaissible 
services. ^ 



53/ The FCC has successfully exercised similar authority a nuMber of tlaes, for 
exaaple restricting tht scope of at*T and Comsat's participation in doaestic 
satellite services (Doatstic Coaaunications-aatellite Facilities , 35 FCC 2d 844, 
853 (1972)) and lestrictlng tht Satellite Cosiness Systeas (SBS) joint venture of 
IBM and Conaat ( Satellite Business Svsttaa > 62 FCC 2d 997, 1046, recon. denied, 64 
FCC 2d 872, 173 (1977)). 

54/ set, e.g. , Paats t Moort v. Rtgan , 453 O.S. 654, 678 (1981) ; Haig v. Agtt , 453 
O.S. 280 (1981) . 

One of the leading providers of international data processing services 
inforas custoaers of its sophisticated "Cybtmot Strvlcea," for exaaple — 

Users of Control Data services should be aware that the rules and 
rtgulations of the United States and International Telecooaunicatlons 
Regulatory Agencies prohibit Control Data froa using coaaunicatlons 
(Continued on p. 49*) 
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Given the aultllateral nature of international telecocmunications and the 
fact cuatoeiers of the pcopoaed new U.S. aatellite syateas will be obliged generally 
to deal through local PTia for the foreaeeable future, wt believe lisi tat ions on 
the servicea offered by new syateMa can be effective. If there were aufficient 
noncoopliance with ths FCC* a restrictiona to raise the prospect of significant 
econcaic hara to INTELSAT, such noncompliance would almost certainly be obvious to 
competitors and regulators alike. As indicated, no regulatory regime whether here 
or abroad can ever achieve 100 percent effectiveness nor be inaune to further 
evolution. The limitations proposed here, however, will prove sufficiently 
effective to prevent any significant adverae iapact on INTELSAT. If changes in the 
U.S. lisitations arc undertaken in the future, aoreovtr, thoae will be accomplished 
conaistent with our INTELSAT obligations. 



Sooe have expressed concerns over possible pricing responses to competition 
by INTELSAT. Price cospetition, however, benefits conaumers. Price reductions by 
an established fira with aarket power are not alwaya or even usually "predatory," 
nuch less socially or economically undesirable. Too rigid or unbending a pricing 
standard oay discourage price cutting, naintain prices in a market significantly 
vibove competitive levels, and alao induce entry by less efficient firms. Too 
flexible a standard obviously could permit a firm with substantial market power to 
reduce price below actual cost and thus damage or inhibit coapetition. 
Nevertheless, we believe that concerns about possible predatory pricing are 



(Continued from previous page.) 

services it leases from domestic « international and foreign 
coaaunicrtions carriers to transmit inforaation for its users which is 
not part of a * single integrated* data processing service. All 
inforaation transmitted aust be directly related to the data proceasing 
applications or service provided by Control Data and unprocessed 
inforaation shall not be allowed through the service between user 
terainals, either directly or on a store and forward b.*.sis. 
Noncompliance with these rules and regulations aay force Control Data to 
diacontinue the users* data processing service. 

Cybernet Reference Manual (cover aheet) (1980, rev.). 



"Predatory Pricing" and Related Concerns 
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prQBAturt* Tht tcononic and Itgal literaturt providti very little tvldtnct 
predatory pricing h^** ever occurred. ^ 

INTELSAT*! ability to engage in predatory pricing, in any event, ii dependent 
in large part on the willingneii of the O.S* Governaent to overlook luch conduct or 
to fail to take reaedial itep« if it occur i* Any luch asiUKption, however, ii 
obviouily flawed. If it were ahown, for ex&nple, that INTSLSAT wai charging ratei 
for cuitoaized offerings which it could not coit-juitify and which were 
significantly injuring U.S. coapetitori, the Governient would neceiiarily 
reexamine the reatrictiono placed on U.S. entranti puriuant to the Preiident*! 
national intereit determination and take appropriate reaedial actioni* 

coMaosiow . 

The applications to eitabliih additional international satellite systesa now 
pending before the FCC presented four options. The Executive could have 
recooDMnded (1) approval, (2) denial of the applications outright, (3) approval of 
the applications subject to specific qualificttiona, or (4) further study, with 
postponeaent of any decialon for an indefinite period* The unaninous view anong 
the JKuber agencies represented on the SIG is that it would be in the U.S. national 
int«reit to allow new provider a of international satellite facilities, provided 
INTEtiSAT were not exposed to significant econonic harn* The President's 
dete ruination reflects this view. 

There la sufficient risk of significant adverse econonic inpact on n;TELSAT to 
vake blanket approval of unrestricted coapetition unwiie. It would also be 
premature to take such a step until the results of cost-based access, new fiber 
optic cables, and new INTSLSAT services are fully evaluated* Unrestricted entry 
could ultlsately underaine the econoaic intr jrity of this liaportant international 
enterprise, which would be inconsistent with the U.S. national interest. 



56/ Ste, e.g., McGee, Predatory Price Cuttingi The Standard Oil CoapanyCase , 1 J. 
Law & Icon. 137 (1958) > Telser, Cut-Throat Ccopetition and the Long Purse , 9 J. Law 
* Boon. 259, 267 (1966). See also Barkey Photo, Inc . v. Bastaan Kodak Co ., 603 
P. 2d 262, 273, 294 (2d Cir. 1979) > ttortheastern Teleph* Co . v. AT&T , 651 F.2d 76, 
93 (2d Cir. IMl). 
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Tht case has not been »ide for flatly disapproving the existing applications. 
The new entrants have aade a threshold showing that services they propose are not 
now available on comparable terns* Linited entry along tht lines reccRutended would 
further D*S. international trade interests^ promote technological progressr and be 
consistent with national defense and security interests as well* Given these 
lisitations, and the restrictions likely to be placed on any new satellite system 
by telecconuni cat ions authorities abroad, the risk of any significant adverse 
iiq>act on INTSLSAT is exceedingly snail. 

Further study and resulting delay is unlikely to further the national 
intereit. over a year of extensive study *nd review by the Executive branch has 
already taken place. This review has not resulted in the submission of credible 
inforaation supplied by anyone, including ZKTELSAT and Ooasat, which dtioonstrates 
plausible adverse effects. There is no basis to assume such information will be 
forthcoming. 

Satellite systems entail significant lead time. Tine is required to secure 
the requisite spacecraft # to reach launch agreements, and to secure operating 
arrangements. O.S. regulatory procedures are generally more tiao consuming than 
those abroad, where decisions can soae tines be reached and implenented without the 
regulatory proceedings and protracted court appeals characteristic of 
O.S. regulation. Consultation with INTELSAT is also required. Even were the 
pending applications approved by the FCC inraediately, service would not be 
available for sose tine. 

Governnent should not stifle private entrepreneurial initiatives absent sound 
and coapelling public policy reasons. Such initiatives should not be discouraged 
when the services proposed could prove of value to customers, inprove their 
productivity and efficiency, ^d thus enable \merican firms to competo more 
effectively both at hoQ« and abroad. The public policy case for continuing the 
status quo and flatly prohibiting additional international satellite systess is 
weak. Simply the pendency o£ U.S. applications has caused INTELSAT to accelerate 
plans for special business-oriented services and has precipitated a beneficial 
review of competitive conditions in the international satellite field generally. 
Further study and inevitable delay are unlikely to yield public dividends 
comonsurate with the econonic costs inposed. 




60 



It 1« tht vUw of tht Bxtcutive branch that tht national inttrttt will bt 
Cuithtrtd by approving additional international conunications tattllite ays teat 
subject to limitationa deaigntd to ainiaiie advarsa ef facts on INTELSAT. 
Sp«cifically# additional syatsns should ba restricted to providing services 
through the sals or long-terjs leaae of tranapondara or space atgaent capacity for 
coraanicationa not interconnected with public-avitched aeaaage networks (except 
for eaergency reatoration eervice) . Coneultation nuat bo undertaken with INTELSAT 
pureuant to Article XIV (d) of the Definitive Agraeaent. 
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THE WHITE HOUSE 



WAS HIMGTON 



November 28 i 1984 



Presidential Determination 
No. 85j:2 



MEMORANDUM FOR THE SECRETARY OF STATE 

THE SECRETARY OF COMMERCEi 



By virtue of the authority vested in ne by the Constitution 
and statutes of the United States^ including Sections 102(d) 
and 201(a) of the Consnunications Satellite Act of 1962, as 
attended (47 U.S.C* 701(d), 721(a)), I hereby determine that 
separate international conununications satellite systems are 
required in the national interest. The United States, in 
order to neat its obligations under the Agreement Establishing 
the International Telecommunications Satellite Organization 
(INTELSAT) (TIAS 7532), shall consult with INTELSAT regarding 
such separate systems as are authorized by the .federal 
Communications Commission* You are directed jointly to inform 
the Federal Communications Commission of criteria necessary to 
ensure the United States meets its international obligations, 
and to further its telecommunications and foreign policy 
interests. 

This determination shall be published in the Federal Register . 




ERIC 




18-586 0 - 85 



3 



62 



* f • 




THE SECRETARY OF COMMERCE 
W«thinoton. 0£. 2023O 



November 30 1 1984 



Cwiiorable George P. Shultz 
Secretary of state 
Washington I D.C* 20520 

Dear George, 

There are two natters regarding the President's determination 
on new international satellite systems that need to be clarified. 
First I the White Bouse has directed our departxoents to examine 
the scope of IWTELSAT's pricing flexibility* Second, our position 
on the related issue of direct access to INTELSAT should be made 



The executive agreement establishing INTELSAT generally requires 
uniform pricing for each service.^ Prices on heavily trafficked 
routes may now exceed costs while" those on thin routes may be 
below costs* It is not clear whether INTELSAT could vary its 
prices under the agreement* If INTELSAT'S prices on busy routes 
ure artificially inflated, inefficient entry by new systems may 
be induced* INTELSAT should have pricing flexibility when con- 
fronted with actual or potential competition as long as the 
prices it charges cover its costs* 

A related issue is direct, cost-based access to the INTELSAT 
space segment* Allowing users and carriers in addition to Comsat 
the option to deal with INTELSAT directly for comp^t-itive services 
would foster competition based on superior efficiency and foresight 
and tend to deter entry by inefficient systems. 

He should express clear positions on these two important points 
in the filing we will soon be submitting jointly to the Federal 
communications Commission. I have asked Dave Markey to work with 
Bill Schneider to ensure this is done. 



clear. 



Sincerely , 




Secretary of Commerce 



cc: Chairman Hark Fowler 
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THE SECRETARY OF STATC 



412847 



WASHINGTON 



Docfiobar 20, 1984 



Dtar Macs 

Thank you for your l*tt«r of Nov#nb«r 30 rslating to 
th* Pr»*idtnt*i d*t*rmlnatlon on International «atalllta 
ayataai separata froa IHTELSAT. Your undaratandlng 
conforaa with oura that tha Whlta Houaa la Intaraatad In 
having us axanlna tha laauaa of pricing flaxlblllty In 
INTELSAT and dlract accaaa to ISTBLSAT by uaara other 
than COMSAT. 

Va hava rscalvcd, and ara ravlawlng, tha draft papar 
praparad by fcTTlA which sight ba aant jointly to tha rcc. 

Tha Offlcs of tha Coordinator for Intamatlonal 
CosBunlcatlon and Information Policy, toga tha r with 
othcra concarnad with the laaua, ara working with your 
atatf on thaas and additional laauaa amanatlng from tha 
Presidential datarmlnatlon. 



Sincerely youre, 




Oeorge P. Shults 



me Bonorabls 

Halcola Baldrige, 

Sacrstary of Coaaarce. 



cct Chalraan Hark Fowler 
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THE SECRETAnV OF COMMEHCE 



Honorablt Kark S. FowUr 



November 28« 1984 



ChairBM 

Ftdtral CooMunicatlDnt CoMltaion 
Waahlnston, D. C. 20554 

D«ar Mr. Chairaant 

Tha rraaidtnc b«a dacaninad that aaparata intarnational coasunlcatlona aatallita 
ayataaa ara raquirad in tha national intaraat. Ba haa alao diracttd that v« 
inform th« Fadaral CoMNnicationa Coaaiation of crltaria oacaaaary to cntura tha 
Unittd Stataa aiata Its intarnational oblitationa and to furthar ita tvlacoaaunica- 
tiooa and f«<ai^ policy intaraata. Frior tc final authorisatloQ by th« Coanlasion 
of any ayate»s, to ataura that tha t>aitad Stataa aaata Ita oblitatioas aa a Tarty 
to tht Asratacnt Catabliahint tha Intarnational Talacoaaunicatioaa Satallita 
Orsaniiatlon (IKTOSAT) (TIAS 7532) : 

(1) aach ayataa ia to ba raatrictad to providint aarvicaa through tha aal« 
or lont-tara laaaa sf traotpondara or ap«ca aafsant capacity for coasunica- 
tiooa QOt Ixitarconnactad vitb public*avitchad aattasa oatvorki («xcapt for 
•aartancy rattoratioa aarvica); and, 

(2) ona or aora foral^n authorltiaa ara to authorica uaa of uch syatca 
•nd antar into consultation procaduraa with th« Vnitad Stataa Farty undar 
Articla 3CIV(d) of tha INTELSAT A(raa««nt to <naura tachaical compatibility 
and to avoid aisolficant aconooic hara. 

Tha Fraaidant*a ditaraination, .ita conditiona, and thaaa critarla ara praaitcd 
on our raviaw of tha iaauaa prosptad by tha applicationa now bafora tha 
CoMiaaion. If propoaala subatantially dUfarant ara forthcoalns, furthar 
Cxacutiva Branch raviav aay ba raqulred. 

lha Coaaiaaion thould afford intaraatad partlaa an opportunity to aubmit ti»aly 
cowanta on tha ptndint applicationa in vitw of thaaa Cxacutiva Branch racoaaanda- 
tiona. 

A ataorandua of Uv concaroinj Articlo XIV of tha INTELSAT Afraeaant la ancioaad. 



Sine a rely, 





Eneloaura 
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United States JDcpartmeni of Slate 



The Ln$t Advisfr 
Wuhin$totuP,CW20 



MEMORANDUM OP LAW 



The Orion Satellite Corporation and XnternationftX 
SatellitCi Xnc* Applications for International 
satellite Communication Facilities 



BACKGROUND AND QUESTION PRESENTED 

The Orion Satellite Corporation (Orion) and International 
satellite, Inc. have applied to the FCC for authority to 
provide privately ovntd international satellite comnunications 
facilities to customers on a commercial basis* Orion argues 
that its system, which would sell or lease transponders to 
major business users on both sides of the Atlantic, is subject 
to coordination with INTELSAT only for technical compatibility 
with the INTELSAT system. The essence of its argument is that 
it does not propose comsion carrier services and only such 
services are "public international telecommunications services* 
which require coordination with INTELSAT for avoidance of 
significant economic harm as well. Although International 
Satellite, Inc. (ISI) argues that its system will not cause 
significant economic harm to IKTELSAT, it does not explicitly 
concede that its system is subject to coordination under 
Article XlV(d) of the INTELSAT Agreement. 

These applications present the following threshhold legal 
question under the INTELSAT Agreement of 1971, TIAS 7532: 

Do the Orion and ISI proposals involve the use of 
non-INT2LSAT space segment facilities for international 
•public telecommunications services* within the meaning of 
Article XlV(d), requiring coordination with INTELSAT for 
both technical compatibility and the avoidance of 
significant economic harm, ofHo they propose •specialized 
telecomirunicahions services^ under Article XIV(e} which 
require coordination .^^r only technical compatibility? 



While the issue is not free from doubt, the sounder view 
appears to be that Orion and ISI would provide public inter- 
national satellite telecommunications services within the 



SUMMARY 
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meaning of the INTELSAT Agreement, A non-profit iitellite 
tysttn to be uied for in-houie international tcleconnunications 
by the owner might not involve public aervicef., but neither 
Orion nor ISI ia propoaing auch a ayatcm, Mor would their 
propoaala aeem to fall within the intended acope of 
•apecializcd aervices^, the other category of aervices 
reauiring only technical coordination with INTELSAT. Thus the 
United Statea may authorize Orion and ISI conaiatently with its 
obligationa under the INTELSAT agreement if they trc 
coordinated under Article XlV(d) for technical compatibility 
and to avoid aignificant ecomonic harm to INTELSAT, 

A contrary reading would permit any INTELSAT party to 
authorize a commercial non-lNTELSAT satellite system for inter- 
national tclccoDmuni cations services despite serious 
«n»icip ated economic harm to INTELSAT, provided ali 
transponders were dedicated to users by 2«se or aale. This 
would undermine the baaic purpoac of INTELSAT: \^ 
single global coinmercial telecommunications aatellite system to 
provide worldwide expanded public telecommunications services. 

ANALYSIS 

1, Au thor} zation of a space segme nt to provide public 
inte rnational teiecommunications s ervices requires 
tecFnical and economic harm coordi nation with INTELSAT. 

Under the definitive INTELSAT arrangements, the United 
States has an obligation, set out in the Agreement's P'^^^e 
and made operative by Article XIV, to help maintain a single 
global commercial international telecommunications system as 
part of an improved global telecommunications network. The 
Obligations extend to what is defined in the Agreement as the 
•space segmenf of INTELSAT. This includes the ^satellites and 
related facilities and equipment which are required to support 
the operation of the satellites. 

While available for other purposes, the INTELSAT Agreement 
contemplates use of the INTELSAT space segment essentially for 
international public telecommunications. It «JP"«ly permits 
parties to use non-IHTELSAT space segment facilities to provide 
public domestic services [Article XIV(c)l or specialized 
services [Article XlV(e)) after coordination with INTELSAT 
solely for technical compatibility. The use of non-lNTELSAT 
space segment for international public telecommunications 
services [Article XIV(d)l is contemplated after consulation 
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with IKTELSAT to ensure technical coopatibility and to 
determine that the services will not cause significant econonic 
harm to the INTELSAT system. Article XlV(g) totally excepts 
non-lNTELSAT space segment facilities used solely for national 
security purposes. The XlV(d) and (e) provisions are the crux 
of the issue. 

The coordination requirements of Article XIV art a key 
element of the general obligation of INTELSAT nembers to help 
vaintain INTELSAT as a single global teleconmunications 
network* The INTELSAT Agreement negotiating history shows that 
Article XIV was a compromise between the dtsire of certain 
European countries, led by Franc3# vhat the Agreement allow for 
possible 'regional* satellite systems, and the desire of the 
Unites States that other international satellite systems be 
precluded. France, in fact, proposed that INTELSAT be only a 
federation of regional systems* Several definitions of what 
would constitute a regional system were put forward, but none 
was adopted in the final text. It appears that the negotiators 
felt that the economic harm test incorprated in Article XlV(ii) 
for international public telecommunication services made a 
definition unnecessary. 

2, 'Public telecommunications services* are not limited to 
'common carrier servicesT 

The INTELSAT Agreement, Article I(k), defines public 
telecommunications services as follows: 

'Public telecommunication services* means fixed or mobile 
public telecommunication services which can be provided by 
satellite and which are available for use by the public, 
such as telephony, telegraphy, telex, facsimile, data 
transmission, transmission of radio and television programs 
between approved earth stations having access to the 
INTELSAT space segment for further transmission to the 
public, and leased circuits for any of these purposes; but 
excluding those mobile services of a type not provided 
under the Interim. Agreement and the Special Agreement prior 
to the opening for signature of this Agreement, which are 
provided through mobile stations operating directly to a 
satellite which is designed, in whole or in part, to 
provide services relating to the safety or fli<»ht control 
of aircraft or to aviation or maritime radio navigation. 

The applicable rules of international law governing the 
interpretation of international agreements do not sustain the 
view that the term 'public telecommunications services* meaas 
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only ttrvicet analogous to thott contidertd *cQcuion carrier* in 
Unittd Stat«t teltcomnunicationt lav. In interprctiny an 
inttrnational agrttmentf the 9«nfral rule is that the teres o£ 
th« agr«tnent will be given their ordinary meaning in the 
context of the entire agreement and in light of its object and 
purpose # unless it can be established that the parties intended 
a special aeaning to attach. The rules call for taking into 
account as veil, inter alia # any subsequent practice in the 
application of the treaty. Secondary sources of ^nterpretation 
can be resorted to in order to confirm the resulting 
interpretation or to resolve ambiguities. These secondary 
sources include the agreement's preparatory work and the 
circunstances of it:^ conclusion. The purpose of all the rules 
is to establish the agreed intent of the parties, as reflected 
in the text. (See the Vienna Convention on the taw of 
Treaties^ Articles 31 and 32, which the United States accepts 
as a generally accurate statement of the applicable 
international law on the interpretation of international 
agreements. ) 

Applying these rules, ve note first that, while it was 
certainly contemplated that access in the United States to the 
XNTFISAT space segment would be made through common carriers, 
there ils nothing in the text of the INTELSAT Agreement which 
links or limits th* concept of 'aveilable to the public" in the 
definition of "public telecommunications oer vices* to the 
concept of common carriage, which is essentially a United 
States domestic regulatory concept. Nor is there anything in 
the text which links or limits that com-^ept to the analogous 
term 'public correspondence*, used in the XTU Radio 
Regulations, where it is defined as: *any telecommunication 
which the offices and stations must, by reasons of their being 
at the disposal of the public, accept for transmission.* R&dio 
Regulations, Chapter 1, Article 1, Section 5.1. 

The text of the ZNTCLSAT definition appears to be largely 
self-contained and susceptible of a reasonable meaning in 
context without resorting to the special meaning given the tern 
in the regulatory framework of one of the participants or in a 
different agreement which defines an analogous term for a 
different object and purpose. Article I(k) defines *public 
international telecommunications services* by reference to 
types of services, e.g., telephony and telegraphy, which were 
services to which the public had access at the time of the 
INTELSAT negotiations. Xt appears to use the phrase "available 
for use by the public* to make clear that new telecomunications 
services which satellites could provide would fall under the 




ERIC 



69 



XMTELSA7 mandate as they cane into public use. This 
construction of the phrase "available £6J ust by the public" 
appears to be in accord with INTELSAT *s practice in 
interpreting the concept of public teltccnmunications services 
over the years. 

The definition itself appears to contemplate expressly that 
such services will be considered 'public* even when offered via 
the leasing of a circuit by IKTELSAT through one of its 
members* There is no requirement that the loase be only to a 
common carrier rather than an entity or small group of entities 
for their own communications needs. 

The strongest argument for the interpretation put forth by 
Orion is that the concept 'public telecommunications* ^nd the 
analagous term 'public correspondence* were in use at the time 
of the INTELSAT negotiations in both the U.S. donestic 
telecommunications field and in the ITU Radio Xegulations« a 
broad multilateral telecommunications instrument with which all 
the participants in the INTELSAT negotiations were familiar. 
In both those settings it denoted, inter alia, availability to 
the public at largei not just selected customers^ a key element 
of coiamon carriage, Boveveri that fact does not appear to be 
sufficient to establish legally that the parties to the 
INTELSAT Agreement intended to so link and linit it, in light 
of a number of factors: 

First, there are many different definitions of "public". 

Second, within the telecommunications authorities and 
administrations of most of the participants in the INTELSAT 
negotiations, provision of circuits dedicated to one user*s own 
conununi cations are considered part of the public network, and 
Wholly *private* system are not a feature. 

Third, the practice of the parties in the application of 
the INTELSAT Agreement includes the authorization of circuits 
dedicated to direct use by an end user, not merely circuits for 
use by a carrier offering telecommunications services to the 
public at large. 

Fourth, it has not been U,S, practice under the IKTELSAT 
Agreement to equate *public* with *comiuon carrier*. The FCC 
has held entities purchasing transponders not to be cotaon 
carriers, yet the services they provided have been coordinated 
with IKTELSAT as domestic public telecommunications services 
under Article XIV(c), 




ERIC 



70 



Fifth, the concept of common circiase, as it txitted in the 
United Stattt at the time of the INTELSAT Agreenent, is itself 
shifting as formerly regulated services srt deregulated and new 
services come on strtan in a deregulatoty clijnatt» for 
example, in the Computer II decision, the FCC decided to 
forebear from regulating computer processing type services 
which, nevertheless, are services offered to the public and are 
not "private* services* 

Finally, the theory that "public international 
telecommunications services' under the INTELSAT Agreement do 
not include the provision of a space segment on a commercial 
basis to us^rs who own or lease individual transponders on the 
satellite would allow any INTELSAT member to authorize the 
establishment of such a space segment even if it were to do 
significant economic harm to INTELSAT. This would appear to 
run counter to the object and purpose of the Agreement, the 
maintenance of a "single global commercial satellite 
telecommunications system,' to provide the space segment 
required for expanded "international public telecommunications 
services of high quality and reliability to be available. . .to 
all areas of the world," (Preamble, Article III and Article 
XlV(a)]. 

The Orion application cites INTELSAT'S non-discrimination 
provision as an indication that "public telecommunications 
service* under INTELSAT Joeans common carrier service. However, 
the "non-discriminc ion" clause cited by Orion, which occurs in 
the Preamble to the INTEI*SAT Agreement, clearly refers to the 
requirement of the Agreement that services be available on a 
non-discriminatory basis to the nations, large and small, 
developed and developing, who are members of INTELSAT. This is 
consistent with the non-discrimination policy in the 
communications Satellite Act. It does not refer to a 
requirement that INTELSAT be restricted to services made 
available to all members of the potential user public in 
participating states on a non-discriminatory basis. 

3 . Al though a private non-commercial space segment might 
not require economic harm coordination with IN TELSAT, the 
proposals are not for such servicer 

There it no indication that the development of purely 
private space telecommunications systems was considered by the 
negotiators of the INTELSAT Agreement or that such limited 
satellite systems would, in any event, be likely to cauoe 
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•ignifcant tconomic harm. Mevtrthtlct8# from the INTELSAT 
Agrttoent^s Article l(k) re£ectnct to leased circuits and the 
overall objtct and purpose of INTELSAT at a sin9l« *cosuQtccial* 
teltcocununication tysttm* ont might logically inftr that the 
INTELSAT Agrtemtnt doet not c«quirt tcononic harm coordination 
for a privately ovntd tattllite system in which all the 
capacity is dedicated to the communications needs of itt 
owner. However » the proposals do not involve a privately-owned 
satellite for exclusive owner use. 

While not necessarily dispositive of the INTELSAT 
interpretation issue# neither Orion nor ISI proposes a 
genuinely private facility even in V.S. regulatory terns. The 
PCC*s regulations on private radio systems are found in 47 CPR 
Part 90. The services most analogous to those proposed to be 
provided by Orion and ISI are found in Subpart D« industrial 
Radio Services. These are services which have been established 
by companies to satisfy their own communications needs. For 
example^ a pipeline transmission company has been permitted to 
establish a private communications system to serve itself along 
its right of way. The Commission's regulations (Subpart H) 
permit companies operating these private systems to provide 
services to other s, or permit any person to provide private 
services to any person eligible for licensing under Subpart D. 
Bowever, the Subpart M regulations permit the arrangements only 
on a *not-for-profitf cost-shared basis.* Both Orion and ISI 
intend to sell or lease satellite transponders, and to maintain 
satellite control centers and furnish telemetry, tracking, and 
control functions for a profit. Neither Orion nor ISI will 
therefore be a private system as those systems are defined in 
the PCC regulations. 

4. The proposals are not for the type of services which 
the 'specialized services' categorVf requiring no economi c 
harm coordination # was intended to includeT 

The INTELSAT Agreement, Article 1(1), defines "specialized 
telecommunications services* as: 

telecommunications services which can be provided by 
satellite, other than those defined in paragraph (k) of 
this Article I 'public telecommunications services*], 
including, but not limited to, radio navigation services, 
broadcasting satellite services for reception by the 
general public, space research services, meteorological 
services, and earth resource services. 
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Vhilt tht catt^ory of *tptcialirtd strvictt* night bt a 
catch-all to asaure that any atrvict which i a not a public 
service Vouldf ntvcrtheleat, bt ttchnically coordinattd with 
XNTELSXT undtr Article X2V(t), tht drafttra bad ctrtain kindi* 
of txceptiont in mind for its principal conttnt* ?ht 
ntgotiating hiatory of tht iMTCtSAT Agrttatnt givts cltar 
guidanct that *aptcializtd* aa oppottd to ^public* atrvicta 
wtrt inttndtd to coaprite principally tbott atrvicta, txcluding 
gtntralistd ttltcoamunicationa# undtr the dirtct control of 
govtrnnenta a^ a aatttr of tptcial national policy (such as 
dirtct broadcasting) or atrvicta providtd by govtrnotntal or 
inttr-governntntal tntititt incidtnt to thtir functions* The 
ntgotiatora inttnded to permit seabtra and inttrgovernmental 
organisations full fretdon to provide such atrvicta outside of 
and without regard to the tcononic well-bting of INTELSAT* 
Kuatrous reftrtnces in tht negotiating history indicate that, 
before ZKTELSAT undtrtakta specialised atrvicts# it should 
consult with the Q.H. sptcialized agendas already involved in 
providing auch atrvictsi auch as the International Civil 
Aviation Organisation (ICAO) or the Inttrnational Maritiae 
Consultative organisation (IMCO)* 

The data and TV services that Orion and ISI propose to 
offer are not specialized services within the sense of that 
ter^ as used in the INTELSAT Agreesent* 



COHCLOSION 

While the issue is not free from doubtf the proposals would 
appear to contemplate providing public international 
telecomnunications and require coordination with INTELSAT both 
to avoid economic harm and for technical cosipatibility* 
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BEFORE THE IOC 
maoM OOMDIZCATZOIS COKSSZOi 
Wathlngtonr D* 20S54 



In tht mtttc oC ) 

EsUblishMnt of Satellite Systcnt ) OC Dodcet Ho, 8^1299 

Providing International Cotatuni* ) 

cations ) 

mrrrgnr ntmvf m 



MopttdjD«cfab«r 19f 19S'f | Reiaued: January 4, 

Ey tht Conraiationt 

1. Notice ii hereby 9iv«n puriuant to Section 4G3 of the 
Oniniacationa Act of 1934, ai amended# 47 D*S,C, S 403 (1184) # Section 
S53(b) of the Adminiitrative Procedure Act, 5 O.S.C* S 553(b) a984), and 
Sficticna 1.412 and 1.430 of the Comaiaiion'i Bulei and ResuUtionir 47 
C.?.R. SS 1.412, 1.430 (19B4) r of the initiation of an inquiry and 
propoted rulemaking regarding the conitruction and operation ot aetellite 
V«taw providing international servicei. Ihe purpoae of thia notice la to 
solicit data and analyses regarding Issues that have arisen in oonnecticn 
with the filing of a series of applications for authority to eitabliah 
cannnlcations sateUites that would provide International aervlcesr and 
to cbUln cocuaento on the recent executive branch dedala) tiutt aucfc v^tans 
are "required In the national InUreit* aubjict to certain liniUtiais. 

2. These applications are those fUed by the Orion SatelUte 
Corporation ("Orion"), Pile No» CSS-83-002-P, on Kerch U, 1983| by 
mumational Satellite, Inc. ClSl*), Pile Noa. CSS-83-004-P(LA) , 
I«*^<-83-073, on August 12, 1983; by RCA Anerican Coaaunicatlons, Inc* 
("BCA"), PUe No. I-w:«84-0B5, on February 13, 1984j l>y <?ygnus SatelUte 
Corporation ("Cygnus"), PUe No. CSS-84-002-PCLA)f on March 7, 1984| and 
by Pan American Satellite Corporation (•PanAaSat") , File No« 
CSS-8i-004-P{U), on May 31, 1984. ^ 

1 Syatematics General Corporation ("Sy«tmatlcs") fUed tvo affUcatlcu 
to construct, launch, and operate satellite systeaa proyldlno 
International atrvices (Pile Mos. CSS-Si-OCWfA), CBS-M-OOWOA)) 
on June 12, 1934. Systeiatics filed a action to withdraw both 
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3. -smnicationt sattUitd Corporation CCboMt*) hu GM pttiUcns 
to dKV t«cb of tht appllcaUont llattd abovt. StvtrU oth«r ptrtiat bav« 
tiM CGOMntJ. 

^ On April 6r 1983, tbt Otpcrtatnt of 8Utt and tht Dtpartatnt of 

Qa«rct itnt a joint ittttr rtgardlng tbt Orion application to tht 
ConniMion rtqutttlng that tht Cosniaiion rtfrain fron taking any final 
action on tht a^Ucation intil such tint at an txecutivt branch group could 
twift and itudy tht application 'i imct cjn tht national inttrtit and 
forti^ policy of tht unittd 8Uttt, ^ on Aiwuit 26r 19e3r following 
tht filing of ZSX't application r tht Dtparbstnt of Coontrct Mnt a latttr 
to the Coromi««ion which again rtqutattd that tht Ccooiation not taXt «v 
final action on tht application t. 3 oht litttr itattd that tht filing 
of a ttcond application fbr inttcnatlonal aatcUitt strvlctt ralatd ntw 
conaidtrationt which would have to bt includtd In tht txtcutivt branch 
tnalyaia* 

5* On Novtmber 2B, 1984r Prttidtnt Rtagan signtd a prttidtntial 
dettcmination that alternative Mttllitt systema vert "required in the 



application! on July 21, 1984. Under delegated authority, tht 
Cocmiaaion dlniaatd tht mOicatic n a without prtjudloe by latttr ^tad 
Auguit 6, 1984 pursuant to S l«748(a) of the Coauaitaun^ Rulis and 
BeguUtiona, 47 C.r.R. S 1.748 (a)a984). 

In addition f wtattrn Onion Ttltgraph Co* rtqutattdr and was 
granted, a waiver to aptnd additional nonty to nodl^ its pctvioualy 
authorixed WEStAR vl-S dontstlc satellite Ofilt No. 1144-OS&-P/ZA-84) 
to allotf 6 transpondtrs to provldt covtragt of Central and 8outh 
Antrica. Lttttr fron Chitf f Dontatic Pacilitits Diviaicn# Conaon 
Carrier Bureau, to Robert H, ureen, Asaodate Cbvnatl, KeiUsn Ihion 
T^frltgraph Go^i^y Uuly 20, 19B4). 

letter tron David j, Karkey^ Assistant SecreUry - Dtsignatt for 

Coflnunications and tnfonutionr and Diana Lady Dougan, Coordinator # 
International Coaununications and Infonoation Policy, to tht Chiixnui 
of tht Federal CccsBunications Cfwiiaalcn Pipril 6, 1983). 

Letter tro« David J* Karkey^ Assistant SecreUry - Dtaignatt for 
Comaunications and Inforaation, to tht Chairnan of tht federal 

CoooDunications CcBiidftalcn (Kuguat 26 f 19K3). 
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national Interest" within the meaning of SS 102(d) and 201(a) of the 
CoBBunicationt Satellite Act. Obe Preiidlent^ deUrminatioo atatee thtt 
the Onited SUtes ahall conault with inteUat regarding aoch ^steu "aa 
are authorized by the Federal Gcmmicatiaia Cmliaifn." Qie detaxsination 
it included aa Attachment A to tbU Moticet At the direction o£ tha 
President r the Department of State and Departaent of Ccnmerca jointly 
informed the Commiiiionr by letter? of the President % decision and tha 
criteria neceiiary to en aura that the tkiited States aaats its intematifinal 
cblictations and to further U.S. talecoaaunications and foreign policy 
interests.^ a copy of the Statc/Ccnairoe latter afpaars as AttachMnt B to 
this Notice.* Ohe letter proposes that tMO restrictions be luposed on the 
alttmabive systeirs prior to final authociiatiai by tha Ofdssloni 

(1) each systtm la to be reatrlctad to providing services through 
the Bale or long-term leaie of tran^nders or qpace secpMt capacity tor 
coKunications not interconnected with public-switched message networks 
(except for emergency restoration service)} andr 

(2) one or more foreign authorities are to authorize use of each 
^ston and enter into consultation procedures with ^ Chited States Vit^ 
under Article XZV(d) of the Intelsat Agreement to ensure technical 
cccpfttibility and to avoid significant economic bazm. 

6. Ohe executive branch has indicated that an executive branch report 
detailing the grounds for its action nay be submitted as a part of this 
proceeding. Interested parties will have an opportunity to reply to any 

such cubnissicn. 



7. Orion's proposed system would consist of two in-^orbit satellites 
and one ground sparer with each satellite having 22 transponders providing 
36 Hiz of useable bandwidth per transponder. Ihe satellites' would 
cover the eastern portion of Korth Aurica and the western portion of Europe 
and would transmit and receive in the 11/14 GHz frequency bands. Ihe 
propoaed satellites would be deaigned to provide videOf data« and audio 
services using digital and analog modulation tedmiques. Obe video services 
would consist of both full-frame r full-apeed video for television 
prcgresnming r and compressed r teleconferencing capabilities. Each 
satellite's capacity would exceed the equivalent of 20,000 voice-grade 
half-circuit Or 22 full rate video signals, or 1.4 Gbps of data aignals. 



4 tetter from George P. Shultz, Secretsry of State, and Kalcolm 
Baldridge, Secretary of Ccnmerce, to Mirk S. Fowler, Chairman, Meral 
Canioanicatlons CcRxnis&lon (^ovrtber 26, 1984). 



Attaclmcnts A and B may be found as Appendix A and D at the end of "W hlte 
Paper on New International Satellite Systems preceding this FCC notice. 
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Orion states iK its application that it would not optrate as s co«non 
carritr btcdust it would sail or Umm, over the life of the satelUter 
traniponder capacity on s non-tariffed biais to uaers on aither side ot the 
Atlantic. 

I. xsz's proposed system would consist o€ two in-ocblt aatalliteo and 
one ground sparer with each satellite having 32 recoive and transmit 
channels (over 32 transponders) providing 54 fCs of usedt>Xe bandwidth per 
channel* The satellites' signals would cover the contiguous 41 United 
GUtes (Cotios) and the western portion of Europe as far as the ASriatic Sea. 
lha proposed syston would tranmit and receive in the 11*1^14 GBi frequenpy 
bands. Ohe satellitea would be designed to provide videOr audiOf and data 
services using both digital and analog modulation techniques* Qie video 
services would consist of both high-speed and slow-scan video 
teleconferencing andr along with the audio aervioesr would cncxapass every 
Icind of television and radio prograianing currently availsblt in the tkiited 
SUtes and Europe* Obe daU servlcea would include WVUliXr newswiresr 
facsiidler and electronic nail. ZSZ states in iU er pl i c a t io n that it would 
use a portion of its capacity to provide aervices on a tari£fed coenon 
carrier baais. ISZ would seU or lease the renaindec of its capacity in the 
sanner as that proposed by Orion* 
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9* cygnus* proposed system would consist of two in-orbit satellites 
and one ground sparer with esch sateUite having 16 transponders providing 
54 >Hz of useable bandwidth per traniponder. The mteUitea* sis^iali would 
cover OOMUS and the western portion of Europe. Ihe aystea also would have 
a spot boMD which would provide service to Puerto Ricor the U.S. Virgin 
ZslandSr the Caribbean Basinr and portiona of Cantral hmxion. Ihe ^ftkm 
would operate in the 11-1V14 GBs frequency bands and ba able to operaU 
with a variety of earth ststions including the inexpensive *iiicro" earth 
stiticns (e.g.r roof-top antennas) as well aa the largtr Viini" and ^QBin* 
earth stations. 5 ohe satellites would be designed to provide digital 
connunications services including video teleconferencing r high-speed 
facsialler compute r-to-coiaputer cooBunicationsr renote printing r teletextr 
videotextr and daU collection and distributioci mrvioes. C^us sUtes in 
it« application that it would offer all of ita tranOTliaion capacity on a 
non-cconon carrier baeds through Icng-tem laaoea or trans;>ondtr ealis. 



Mini earth stations generally have antennae ranging in ai2» ficai 2 to 
4.5 loetera. Niln earth atationa have antennae that are largtr than 
4.5 metera. jSta Cygnua SatelUte Corporation aK>llcationr File Ho. 
CSS-84-002-PaA)r at 8. 
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10. PantoSat*! proposed lyitcm would conadst of ont ixt-ocbit «it«Uit« 
and ont ground apart. TWelvt of th% aattUite^ 36 trMU^ondiri would ba 
UMd for international treCfic between Horth and South hmiick* The 
ratftining 24 would be used for domestic Mnrice in South MMrica, Ihe 
twelve snternaticnal traniponderi would have 72 mt of uM&bXe bandwidth 
)pir transponder and would be used to provide links between Mew Yoc^r Hmii 
the South teerican continent r and parts of Central taerioar the Quibbeanr 
and the Iberian pennisula. Ihe systca would uplink at 6.4-6.9 Q8x and 
dounlink et 10.7-U.2 GHz. The satiOlite would be dttignad to provide video 
and audio distribution servicesr epecificaUyr distribution of televiilGn 
end radio prograzas from entities such as televieion nttworksr Motion picture 
•tudlosr cable sy sterna r and news and wire services^ BmAefiit pcopoess in 
ita application to offer its transponder capacity on a non-coanon carrier 
basis for sale or Ic^g^-tem lease to both U.S. and foreign custaaers. 

XI. RCA*s proposed systen would consist of six transponders on its 
previously-authorized SAtCOH VI dooestic satellitft. ^ ^e satellite 
vould operate in the 4/6 GHz frequency band and have 36 lex of useable 
bandwidth per transponder capable of covering GOMUS and portions of Europe 
andAfrira. The six transponders would be aveijiable for either dosMStic 
or internationel service beceuse the satellite would be equipped with 
transfer cocoponents capable of switching the transponders* service areas to 
acooninodate either service. The transponders would be used for video 
distribution r teleconferencingr private leased voicer end low-speed and 
mediun-speed data cooununicetions. RCA states in its application that it 
would provide its serviices on e tariffed r coooon carrier baslsr but it also 
states that it would make whole tran^nders available for custoners with 
high capacity needs. 

12. These applications are the first to be filed with the Coaedxxlon 
that propose to constructr launchr and cperaU satellite systens anble ot 
international servicer other than those filed by Consat as the U.S. 
Signatory to the International T^lecocnounications Satellite Organisation 
("Intelsat**). The applicationsr and the cocosatnts and petitions that have 
be«n filed in response to them? raise a variety of Itgalr forei^i poUcyr 
economic, trader and technical issues which the Cosnissioo previously has 
had no occasion to address. The overarching issue presented by the 
applications is whether the public interest will be served by granting tbaa. 
^ resolve this issuer the Commission nust consider a question of 
findamentol U.S. policyr namely r the extent to which United Stetes 
teleccRununications users should be required to use Intelsat exdusiyely to 



€ BCA American Co(ununications# Inc., Kimeo Ho. 33200, released August 4, 



1983. 
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infiftt thtir tuture InttmatloiuX cau^ication aattUite ncoda. Ojt cooctnj 
in dlipoilng of tht applications WiU. be to devtlop a policy which wiU 
assure that U*S. needs are met in the ftiture. 

13. Tht CoBuaunicationa Satellita Act of 1962# 47 O.S.C, SS 701-744 
(1984) f ia one of the priacry expriiaiona of United States' policy on 
international cocBOirclal sataUitt fyit«na. Ibe Act^i atated p»po«« 

(1) to promote the eatabliahfflWit of a comercial cowiunteatlcns «taUl±« 
systen In order to serve tht needs oC aU countries and to laprove the 
global communicationa network! and (2) to contribute to vorld peace and 
understanding by establifhing a system, through the cooperation of all 
countries r that benefits tht econoolcally less devcloptd couitriM aa wjOl 
as the econcolcaily developed countrlea, 47 O^S.C. S 701(a; and Ij). Ihe 
Act provides that the United States will participate in the organlration 
and operation of sudi a satelUte lysten through a private corporation 
fonoed under the Satellite Act and wbject to governaent oversight, 47 
O.S.C. S 701 (c). In addition, the Act atates that additional satellite 
ayatcBit arc not precluded, if the lystens are necessary to neet unique 
govemaental needs or are otherviae required in the national interest, 47 
U.S.C. S 701(d). 

14. The global communications satellite syatta envisioned by the 
Sataiite Act ia owned and operated by Intelaat, an independent 
eelf-mipporting organization coropriaed of 109 sober cocntrles. Ihe ttiited 
States* signatory to Intelsat ia Cowaatr a private corporation created 
pursuant to the Satellite Act. The definitive arrangements which fiamaw 
eatablith Intelsat conaist of two aiparatc international agteewnta whldi 
set out the duties and obligations of the participating govenronts and of 
the actual investors and particlpanta in Intelsat. These arrangeaents 
became effective in 1973, although Intelsat has been cpiratlofwd since 1964. 
Since its birth in 1964, IntelMt has ^rown rapidly, reporting $315 adlllcn 
in total revenues fbr 1982 and projecting $391 aiUlon in total revenues 
for 1983. 7 

15. Ohe Intelsat global satelllU irystaa is caqposed of a ipace asgwnt 
and a ground segment. The space tegaent consiats of coaaunicatloni 
Mtellites and related equipment necesaaty to operate ttvjse sataUltes, aU 
of which is owned by Intelsat. Ihe grotsvd segeent consists of various eartii 
fitaticns, located throughout the globe, which tranaalt and receive signals 
fran Intelsat satellites. Ihe earth stations generally are owned and 
operated by the telecownonications •r.tities of the comtrles in whldi ti>jy 
are located. Ohe Intelsat global syatea, as of July, 1984, ccnsists of 15 



7 Intelsat, 1983 Annual Report 28 a983). 
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cit«lUtet In geoaUtionary orbit. 8 lyttM bfifl 410 Mitii lUtimi in 
1982r and Zntelut projected that 652 earth ttsitlcnt vould bt optraUng in 
tht vit«D by tht end of 1983* ' 

IS* The purpoae of this proceeding ii to obtain daU end analyst 
regarding the poaaibXe effects of establlahing altenuitive intematiooal 
oomnicationi satellite systeas. through this Notiosr ve 0Mk infomtJo) 
that will assist us in resolving a number of issues raised by the 
applications. In the following discussimr ve viU outline issues upon 
idiich we are requesting cocsaent* Ne expect the analysesr reocBnendtticnsr 
and positions of coiaroenting parties to be supported by specific infoauiticn 
and data. Unsupported aswDpticns and conclusoty statMnta will reoaive 
such weight at they nerlb. 



17. The Commission ^*s previously found that S 102(d) of the 
Ccmiinications Satellite Act of 1962 contesplat^s the establiahaent of 
international satellite systaosr in addition to the Intelsit global lysteor 
when necessary to neet U.S. needs or to respond to changing satellite 
teduvology. 10 Section 102(d) providos as fjoUowst 

It is not the intent of Congress by this 
chapter to preclui3e the use of the 
communications satelli.te syatvo toz dcmttlc 
communication services where consistent with 
the provifiim of thi£ chapter nor to pr#riiyV* 

th» crfrftt^ion of *fM<t-<nnBl rfrntv^irmt^imm 

MAtf^^M^^ ^«t!«»ta«p it required to ^t tnlque 



8 Intelcat Docunent, "Intelsat Satellites in Ochltt Technical SUtus for 
the month of July ?984,*' Addendm No. I to BG-^O-GB (August 15^ 198^^) 
(available in Public Reference Room (533) r Federal Commicatiors 
Cocsaissicn). 



9 Intelsatr 1983 Annual Beport 15 a9a3). 



10 Ttansborder Satellite Video Seivioesr 88 FOC ad 258, 273 QHl). 
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governmental ntedt or If nthrrvlr rfqiirffri 

47 O.S.C.S 701(d) (enphasli idded). In iddition. In lan9u«?S 
itotlctl to that of of Stctlon 102(d) r ConyrtM providtd in S 201(a)(6) of 
the Act that the Pre»ld«nt ibaU 'take «U nectaiary atepa to Iniur* tha 
avoUabillty and appropriate utilization of the coonunicationi satellitt 
lyitflB for gentril governmental purpoaea except where a separate 
coBcmicationa latellite ayaten la required to meet unique goven»«ital 

MedSr or i« ot-ht^rvi*^ r»qii4r«>/^ in fh^ n >tf<mii1 fat-i>r^irt^.* 47 U^S.C. S 721 

(a) (6) (eisphasis added) • 

18. Ohe applicaticna before ua, therefore, raise iaauaa regarding the 
factora we should consider in determining when the "national Interest 
standard of these statutory sections has been vet. In opposing the 
ap^ications, Coouit has argued that the clause "required in the national 
Interest" creates a high threihold standard whkh suit be aatiaflBd before 
the applicaaona can be granted. Cousat MinUinc that the Coaniasion's 
«rrAnabQrdfrr pi>g<«iQnii 11 and the vlows of the executive branch on the 
tran*order applications 12 forth the shoving required of the 

applicants to satiafy the national interest standard. Ootaaat argues that 
the applications fill to i&ake that ihowing. In contrast, tha fPPllcants 
generally maintain that the national interest standard is satirfied by the 
variety of benefits that they believe wlU r«»ult from authorization of 



11 Ttansborder Satellite Video Services, 88 POC M 258 a961) GCcatuborder 
1). Scft alafl Satellite Business Systems, 88 FCC 2^ 195 (1981), and 
Anerican Satellite Cocnpany, 88 FCC 2d 128 (1982), Baslem Microwave, 
Inc., Pile Nos. X-P-C-81-049, At JJUr KimeoNo. 2617r released March 
1, 1983 (rrnnr^nrai^r Tih Aoerican Telephone and Telegraph Cotfwnyr 
File Nos. I-P-C-62-048, et Al., Niisio Mo. 6U9^ released August 26, 
1983 flrflnflhflrdfir-llDj Bonneville Satellite Corp., *tal*r Wle Hos. 
I-T-C-83'-148, £^ Al.r Hlmeo No. 1554, released Decesber 29, 1983 
(Ir£ni4iardftt-IX) I Western Onion Telegraph Oonparyr at sl^r Wis Hos. 
I-T-C-83-0€8, £± aX.f Mi»eo No. 3286, released April 4, 1984 
(IranaimriAOOj Eastern Microwsve, Inc., at al.r Pile Nos. 
I-.T-C-S4-095, fit Jl.r Klaeo No. 6425, released Septesber 11, 1984 
(ZunibQrdarJQJ • 



12 Utter iron the Jaats L. Buckley, Under Secretary of SUU for Security 
insistence. Science and Technology, to Mirk S. Povlir# Qi«inun, 
Federal Cooaunications Coamission (July 23, 1983.) # rtprlntad in 
Ttansborder Satellite Video Serves, 88 FOC M 258, 287 a9Cl). 
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alternative MteUltt tystcosr e.g.r lover ratesr nm mzvio^n, tm itrktts 
£oc U.S. tervicet and products^ and a better U.S. deteiat. 

19. As we noted in paragraph 5^ jusxAr frtsident Jitagan baa aitsprted 
a presidential dtttraination that alttrcatitt sattlUtt systems art 

"rtqaired in the national interest" within the awming of SS 102 id) and 
201 (a) o£ the Coawunicationi Sattllitt Act. the tKtontiTt branch^ 
dateimlnation reflicts its experience with^ and ctipcnsdbility tXf fixaio) | 
FQli(y «nd iAttmational trad% isauii. Ibe Oomlsslon teoogoisis that it U I 
SKCopriaU to defer to the executive brand) on aucfa ianes« Afc tbe css» ^ 
tim, our analysii of the "national interest" under the Ccwxnicationi 
Satellite Act vust also include consideration of telecomnicatiois policy 
isa»s. In addition^ the CoBsounications Act aisignt refponsSbility to the 
OcBoission for determining whtro the ultisatt public interest lies in 
telecGoaaunicaticns policy* Accordingly » the Coamssicn aav be requlrea, to || 
o onaider factors in addition to the Presidential deteodnatkn in o c5r to 
asaeas whether the national intertat would be served by authoriia tica cC| 
altamatlve aatellltg svsteaa. We invite com nt^ on the Adaiticnal 
factorsr if anyr wt ^ould conilder in determining wbethtr a grwt of thi 
abdications before us would be in the national interest wiiOln the aeming 
of Section 102(d) . We aak tiiat ccnsenU consider the purpose and cbjactivea 
of the Satellite Act in the context of the developMnt of telecoamioatiflni 
te<^uK>l09y and the communications satellite industry since tnactaent. 
Cccxuntecs should idontify speciflcaUy any aar'attCiaoe trends or structural 
featurei which we should take into account when ve interpret the statute. 
Goomts should alio addreii whether the criteria identified in the 
Trrtnihnrdi*r decisions should apply to the appUcationi before usr and if 
notr what criteria should be included in our consideration. 

20. We also invite comioents as to the aiylicability of jXX ?>i«^gQn>- 

Htmtrjif <nnt. Corp. v. PCdj. 561 P. 2d 1365 (1977), Q&XX* dsilifldi 434 U.S. 

1040 (1978), to the reitrictlon prcpoaed jointly the Oepartaents of State 
and Cocnnerce that the proposed syitvos only provide aarvices "throig^ the 
sale cr long-term leaie of transponderi or space segaant rap^ity tot 
cGccunicationi not interconnected with.piihllc-awitched aassage letirocks/ 
CoBtaents tfiould addresi the interaction of the Oawnlcatiais AatSUbba Act 
and the Xntelaat Agreement with the uiual itandards for authoriaing 
facilities and inposing service or other restrictims tnder fiection 214 of 
the GGcomunicationi Act . Coos&snt&rs should consider the need for socb a 
service restriction and the legal sUndards hy whldi it aiy be ii^osad. In 
addition r if a service restriction is ijqposed, cooraentors should address 
whether there should be a time Unit placed on the restrictkn and, if ao, 
for what time period should the restriction be imposed. We caution 
ocRxncnters to be aware that soae of the applications before us seek osdy 
HUe I^I authority whUe others seek both Title III and Section 214 
authority. 
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II. Ohe appUcatlons 9X90 raiM is«jes ocnoemlng our cbli^ttlms indtr 
tb« intelMt AgrtiCMnt. 13 ArUcXo XIV of tbt IhttlMt AgrMfRt mtM out 
otrUin rights tnd obllgatlccul ot tbt ptrtiit and aigoktcciina. 1« atptrt 
(a) of tht article piovidts that tht partita and slgnatorlas Aall act 
oonaiatently vlthr and In furthtranct ofr tht princlplea In tht Prtasblt 
and other provliioni of tht Agitcntnt when txtrclaing thtlr rights and 
fulfilling their obligatiotii. 1^ ^ FreMb]fi atatei that tht ptrtifts to 
tK"*. agreement dtilrt to achieve « single global coaBtrcial 
tel^^municationi lattllitt lystta as part of an liqiiovtd global 
tclcccBiamications network In order to proves ttltcPMlcatlDni itrvjoas 
throu^out the world with the soat efficient and econasdc facilities* 10 
Article XIV recogniiei the posaibillty that partiea to the agretnent say 
establiih satellito aystens in addition to that operated by Intelaat. 
Subpart (d) requires parties to coordinate with Intelsat the use of 
nci^-Inteltat apace segaent facilitiea for International public 
telecascaunications eeivioeir atatlng as follcwst 

To the extent that Hrt^ or Sigiatocy or 
person within the jurisdiction of a Party 
Intends Individually or jointly to establiihr 
acquire or utilize space segnent facilities 
separate from the IHTCLSAT space segment 

facilities »0 ^t^*- ita in<:»ra»*-<rvi»1 pihKn 



13 ft\ international agreement not directly at Issue In this proceeding 
is the International Telecoisaunicatlon Union Kadlo Kegulationor a 
treaty ratified by the United SUtes in Septeabtr 1983* lhat treaty 
establishes procedures and deadlines £br the exchange of technical 
Information necessary to coordinate charatterlstlcs of satellite 
networks prior to their ii!?lementationr in order to achieve technical 
compatibility with oUier networks r tnd to secure International 
recogniticn of ficequency asalgnoients to such networks* 



14 Intelsat Intergovernnental Agreement, Au^Tt 2v. lSr71, 23 O.S.T. 38Ur 
3853 r TIAS Kc»« 7532. 



15 Id* 



16 Idx at 3814. 
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tftlgconpuntafltlmn leixjcex — irqjinmntjf 

such Party or Signatory r prior to the 
ett«bll2h»entf acquiiltlcn or utiliz&tlcn of 
such £tcilltleif AftU furniah all ralafant 
infornatlon to and shall consult with the 
Asatobly of Partlesr through th^ Board of 
Governorsf •n«ir^ »>^w».4fyi ^v*|^4-4s<h»y 
of such facilitits and th«lr cptratlon with 
the use of the radio frequency apectmn and 
orbital spj ce by the axlstlng or planned 
^HTELSAT space ssgntnt and Jifi ftszoid 

significant mcanortir. hmm tO tht global 

systesa of INIZLSAT. Vpcn tuA consultatlonf 
the Assenbly of PartieSr taXing into the 
account the advice c£ tht Board of Gcvemorsr 
shall c^cpressf in the fbni cC recc u nendft- 
tlonsf its findings regarding the 
considerations, set out in this paragra^r and 
further regarding the assurance that the 
provision or utilization of such facilities 
shall not prejudice the establishnent of 
direct telecccnounication links through the 
Intelsat space segment anong all the 
participants* 

23 U.S.T. at 3854 (entasis added). On several previous occaaimSf Intelsat 
has coordinated favorably r pursuant to this section/ separate satellite 
facilities providing international public telecocununications services, 
Intelsat found that four alternative satellite systems — the PALAPA-B 
iystem serving Indonesian, Malaysia, Philippines, Signapoce, lhailand, 
the European Communications System (ECS) serving countrias in western 
Dirope, the ARABSA? system serving countries in the titar Eastf and th« 
IlTZQ^IllIK system for use between Algeria and sevtral European countries, 
the U.S,S,R,, and Cuba —were technically compatible with* and would not 
cause significant economic harm to, the global aystM, l ' 



17 Stt Transborder Sutellite Video Services, BS FCC 23i 258, 275-276 
(19B1), Intelsat also has authorised the prcviiBion of international 
services via domestic satellite systems finding that such stcviot would 
not cause significant econcnlc harm. Intelsat X>ocuBect# *96UsifiS, 
Criteria and Procedures for the Evaluation of fitparats 9f^ m t tMsr 
Article XiVCd)," BG-60-69E, W/9/M (August 22, 1M4) (afail«blft in 
Public Reference Rocm (533), Federal CknunicatiGns Off s li m )* 
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22. One o£ the appUcanti be£or« thlo Cosimlstion hat argutd that 
Articlti XIV (d) doei not aPPly to the lyitea it propose*. Orion contends 
th*t it would not be providing "intarwitional public ttlecownunicaticni 
aexvicei' within thi nunlng of Article XIV(d) 18 becauae it would be 
selling iti transpondsri or Itasing th«i on a long-torv basli to uaert 
Mklng to •ftibliih printe ^/e^-w. 19 Orion naintaina that its fc(9o«I 
niit t>c lubjfcted only to the technical coordination mandated by Article 
XlV(e) of tha Inteltat Agreesent for "apeciallxtd teleconunlcatlona 
asrvioei.* In its petition to dtny Orlon% application « Co«iat diaagreee 
with Orion's interpratatlon of Article XIV(a). In additicn, the Caaalaaicn 
hai received frccD the Depirtxaent of State a 'Mnocandw cf Lsu* ccncludlng 
that Orion would be providing 'public international satellite 
telecceanunicatlons services* under Article XXV^d), Ihe snoran&n if^ears 
as an enclosure to Attachnent B to this Motice* Ve Invite cceaents on the 
legal analysis and concOusions contained in the Benorandum. 

23* He request coiments as to vhether the satellite f<;pii{aMnt inAiatzy 
and the satellite services market hove experienoed dianges or develofnents 
in technology or industry structure which affect the interpretation and 
apEdicatlon of Article XIV(d)* In partlcular« ccnnenters My wiih to fiocus 
on the Tr^innpnnf^^r £altl declzicn 20 in vhidi the rgrrnlssinn discussed the 
legeO. issues and factual clrcitastances relevant to its decision to pemit 
s&les in the domestic market like those contcapXated by Qrlor.* CDonenters 
should address whether # and If so# hov# the rationale of that dedsicri say 
flfply in conjunction with the Intelsat Agreeoent to the international 
market* Comnenters ihould take into account the analysis contained in the 
Department of State's meaoranduD on this issue and their own analysis of 
th4t xooaorandua* 

24. To the extent that the proposed U*S* systems would provide 
"international public telecoi&munication servicesr* and would require 



18 Orion also relies on the definition for public telecocmnlcatlois 
services appearing in ArUds I Oc) of the Intelsat Agreenant* 



19 5># q^ni>riiiiy Qrion Application, FCC Pile No. CSS-83-002-P, Petition 
to Deny of Cossat, filed on April 15^ 1983, Orion's ltemnse« fl7ed 
on AprU 28, 1963, mtA Coosat's Repay, filed on My 10, 1983o 



20 Dosestic Fixed-Satellite Tranaponder Salts, 90 FCC 2d 1238 (1982) # 
pffw muh tina.f CoQS&unlcations, Inc* V* FOCi 735 F.Sd 14S5 0*C* 
ar. 1964) • 
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coordination under Article XIV(d), the U,6. governMnt, oidir the tecM cC 
Actido XIV^)f would be required to consult vith XhtelMt to mrM, iotat 
«liAr *ii9nificant econonic baim* to Intelstt. The criterJa MiiMdng 
"tl9^icent economic hern* ere currently the eubject ot oofxMfztbU 
diicuulon within the intenutional teltccMunicationi cammi^.^ At 
Qcmiscion Invites cosAents as to the tpprcpriAte criteria fx ditectiniDg 
wbtther an alternative satellite system would cause eccncaic bars to 
Intelsat and for neasuring the dtgree of bara. Co— interi* are fiirther 
invited to address the degree o£ barm which constltuUs "sl^^ifiamt" bara 
inder Article XiV(d). Couoents should £ocus on the langtiagef int«itf and 
drafting history of Article XIV and on tschnological or structural 
dtvclciiDents in the satelliU industry and oerrioes Barlcet wb2cfa «V hear 
on this issue. Previous Intelsat coordinations ot txanibxder a nO i O i ti fl ns 
and of aternative satellite systeas viU provide scae guidance as to bw 
Intelsat and its Signatories and Parties interpret and apply the Uoq 
"significant econcnic bam." 22 ooeiMnters ihould revisw thtas pcaoedrnta 
and analyse the siailarities and differences between the sateUito syAns 
whld) were the subject of past coordinations and the propcsed satellite 
gysterui present^ before the Gaanlsaion. 

25. One approach to defining and quantii^ing significant eooncaic bfiXBr 
as propoied in a report done for Intelutr defL-ie:^ econoaic barm as the 
"calculAted eftect of [alternative satellite] ^atcas cn intelsat^s reiliaid 
cost per unit of utilized space segatnt c«pacity"23 ^nd quntifies 
significant harm in terms of Intelsat's revenue requirements. Ihere are, 
hcweverr several problems with this approach. For exanplSr the infioraaticn 
and data requirements that vHI be needed to apply this approach on a 
prospective basis are formidable. Because many assumptions will be 
necessary to apply the concept # the reliability of the results may be 
qtxstionable. we invite coasnents on the report. Coaaenters Aould tocuM 
on the definition of econoaic bam. Coopenters also should evaluaU the 
use of revenue requirements as the criteria tot estlaatlng eoonaic fciato 
Intelsat. Commenters alao ihouId oonaidtr tha criteria that ar«» reoGMndsd 
in the Intelsat teoort for distinguishing significant econoaic harm from 
econcmlc harm. The data that are needed to appay the approach that ia 



21 tj^t Inteloat Docu&entf jqpzJU note 17. 



22 See note 17 r £U£U[Ar and text acccnpu^lng. 



23 Intelsat Document r "Report on the Stu^ of Sl^iificant Eoonod;: Barar" 
BG-60-€3£r W/9/84r p. 21 (^ugust 15, 1984). 
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teconmnded in the Intelsat report ihould be discuucd with a vimi tcwtrd 
judging the reliibility o£ the Mtlinatei* In addition, cooaenttri ahculd 
discuss tht appropriAteness of using a concept of econaoilc hana that dots 
not allow for changes i*^ Intelsat *8 invtstzoent plsni, cptrating prootdirtSf 
and other steps that it could taks to inprove its tconooic sfficitncy. 
Drawing on their discussions of econaoic ham, coooenters should propose 
other altsmatives that could be used to assess the inpact upon Intelsat r 
either overall or on a route-by-*rout€ basis, of both ths entry ox 
alternative systens and the measures Intelsat is able to taHe to nudntaln 
iU financial viability. 

26* The Cocmission is aware that there is sose overlap between the 
issues surrounding the interpretation of "significant econonlc ham in 
Article XIV(d} and those addressed by the uiquiries set forth below 
regarding the brcysier econoolc iizpact of slttmative satellite systems* We 
will expect coiDiiinters to integrate the econoalc data, analyses, and 
positions they niy develop in response to the inq*.tiries below with their 
interpretation ox "significant econanic harm*" 

27* He also invite coaaents regarding the neaning of Articles m and V 
of the Intelsat Agreement* Intelsat ZntergovemDental Agreeoent, August 20, 
1971, 23 U*S*T* 3ei3, 381S and 3823, TIAS Ko* 7532* Sccse obaorvers maintain 
that these Articles require Intelsat to charge a uiifcrm price, thrcughout 
the globe, for satellite circuits* He invite comments as to whether 
Intelsat is required by the Agreesaent to charge globally-averagea rates* 
Oxtmenters should support their positions with specific references to the 
Agreement and its drafting history* 

28* In order to assess the econonlc ispact that Any authorisation of 
alternative satellite systens might have, we seek cocsmtnts, information, 
data, and analyses on a number of econaoic issues, outlined in detail below* 
Hs aek parties submitting cocomenls to concentrate their efforts on the 
issues we identify* Estimates of quantitative economic ispact must bs 
wppotted fully by the inclusion of the daUr asswptions, t^ypothestsr 
models, and procedures used to develop them* Such uaterial must be 
discussed in cocoplete detail* Similar material used to estimate vnderlying 
costs, revenue changes in demand (including demand elasticities), and 
impact on rates also must be included to support the estisates* 

29* A8 we noted in paragraph 11, above, tha fundamental issue 
presented to the Commission by the alternative satellite applications is 
vhether the public interest would served by granting the scvlioatlons* 
Ob resolve this issue, the Commission must identic the advantages ^ 
granting these applications and weigh them against any disadvantages* 
SpecificaUy, the Coomissivx) seeks to IdentiiV the benefits to the public 
vhich would result from granting these applications* Hould the applicants 
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offer ntw and/or innovative lervlvti? Would pricei be lovtrtd? Art ttmxt 
natyork tfficlenciei to be gained? Ve atk cooMnteri rtii>cndln9 to tbm 
Inquiries btlow to conclude by addreiiing hov the public inttr«ttr as 
oppoMd to the intereati of the varloui participtnti in the nirk«^^Uo«# 
would bt affected by a grant of tbcM aROkatimt* 

30. Xntelaat is presently tht principal supplier of international 
satellite circuits. It alt^rnativt satellite ry stems art authorixtdf 
Intelsat would bt affected »ost directly by tht tntry of thtst flrM into 
the n^ket. To assist us in identifying the nature and txttnt of the 
potential ispact on Znttlsatr vt invite oonomts on throe artao of oonoazDS 
(1) traffic diversion; (2) rtvenue iopact; and (3) competitive reiponse. 

1* l^affic Diversicn 

31* Alternative sateUite syitens say conpett vith ^Intelsat for the 
sBsie traffic and sttrsct business away froM Intalsat. Oi the other handr 
the aystens night serve prisarily nev uptrs of inttmational satellite 
eerviccs who are not currently^ oc voudd never ber IMelsat custoners. ^e 
GociniBSion Meks infonsation that would help it detemine whetherr and to 
what extentr the alternative systems would carry traffic that would 
otherviie have been carried by Intelsat. In order to auOce this assescoentr 
the Consnission muat consider a nucber c£ underlying issues wbidi caooenters 
ahould address. 

32. First r the services offered by alternative systems nsy or stfv not 
be the same as those offered by Intelsat* lh«y smv else include sonir but 
not allr of the services currently offired by Intelsat. Proponents of 
Uttmative satellite aystens contend that tht ntw lystefts would pztfM^ 
services different frcn those Intelaat offisrs* Other obeervtrs Uve ar^jtd 
that the proposed services are cccplenenUry to IntelMt% end thus would 
stinOate demand for thin. On the other hsndr opponents of the alternative 
lystans argue that the propoaed systaw; would provide tbe ant aurvioea as 
Intoli&t andr therefiorer any traffic obulntd by these nnr servioes would be 
traffic diverted fron Intelsat. Ke invite cotoents on these arguMnts. 
GoDiQenters should identic the differences and sisilarltits Ntwetn tht 
services avaUablt froo Znttlsat and those proposed by the alternative 
aystems. Specificallyr coamenters should also identUy their bsMo for 
differentiating one service from another. Can services be defined by 
technical characteristics? If ao, what are the technical dividing Ite^ 
Can services be grouped according to the characteristics of tbt UMr andr 
if sor what are those characteristics? Should we diffierentlatt «axvioes 
for high-voluae uae fraa those £or low-voluoe oc oooasionsl use? tb what 
degree are services substitutable? Are services distinguiibable vbtrts a 
^ston is fully digital? Comment^rs should also address whether the 
services can be differentiated on tl>4 baais of pricing btchniquts, aarfceting 
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Strategic tr or geogrcqphic areas. 

33. Stcondr at nottd in ^ragrifh 5^ abcv^t tfat Ccwnlajdcn hat rtotivtd 
a letter aigntd jointl^y by tht S^rtUry of CooMrct and tbt Stcrttary oC 
8Ut» Mtting forth Vrittria ntociucy to tnmirt tbt UUtad fftatas Mats 
its inttrnational obligations and ^o fUrthtr its ttlacocnunlcations and 
forti^ policy inttrttts." Tht Itticx statts thatf prior to "final 
Authocisatlon by tht ContBissionf* tiii ^ttmatlvt «t^Uit« v«t«M art to 
bt restricted to providing atrvicss for coanunications not 
inter-connected with pvb^^mlic^^ tner^sage networks*' Kt invitt cocBunta 
on thtst "criteria." Coco&tnters should addrtsa vhtthtr and to what tztant 
such a restriction could bt iisplsotnttd in actual practice. Gowentera 
should also attempt to identify the specific services which would fall 
within and outside the scope of the restriction and sUte the basis for so 
classifying sucn services. For exaisple* nany users of *public-aw itched 
mssage networks" employ private branch exchanges ("PBX*s") capable o£ 
routing incoming traffic back out over the switched network. Kould the 
restriction reqommended by the State and CoosMrce Departnents prohibit 
airvice by alternative sytte^ts to custcners using fBX^ at both ends of the 
satellite comuiunication andr if sor how should such a prohibition be 
enforced? 

34. Commentors should al^ focus en the effisct such a restriction could 
have on the competitive viability of the alternative systems. In 
particular r we seek conments as to whether the reccninended restriction would 
give Intelsat an incentive to engage in price discrinination between 
circuits that it leases to provide non*-switcbed strvioss like IBS, wbm it 
would face competition from alternative aystemSf and circuits that it leasts 
to provide switched services. In additionr comments should include 
information and current data cn the traffic vokne of iKn-ewiJtched services » 
the projected demand for auch services^ the proportions of total 
international services repreoented by switched and non<-switcfaed serviotsr 
the revenues attributable to eachr the number of Satellite transponders 
currently devoted to offering each servicer and the Mount of non-switched 
traffic the alternative systems can expect to carry, factoring in any 
projected increases in current trafific In^t 

35. Third f if the now systeas would offer services that are 
substantially equivalent to Intelsat'Sr there noy be a potential tx traffic 
diversion. Ohe Cocnission seeks information regarding the tbreaseiUe «xtiDt 
oi the poten'.ial diversion. Ne solicit cocnents analysing the asount of 
additional capacity that the alternative systems would introduce, witii an 
exx>lanation of the metiiod used to measure that capacityr as cospared to 
Intelaat's current (operational) capacity as well as its planned capacity 
over the useful life of each altemaUve aystai. OQnnnta.*s ibould itetiQr 
the alternative systems' capacity as a percentage of the Increaas in traffic 
projected during the usc*-a lives of the alternative systeais* sateUitesr 
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with m explanation of tht sethodology txidtrJlying pcojictiau, 24 

36* Btttidtt the alternative aytteat* capecityr other fictorawlll 
aettsnine whether such tyttena divert trafflcr tuch ai price-equality 
trade-offa between the tervlcea offered, the degree of differentiation 
between aervlcetr conaujser retponalveneaa to prlca varlatlcos In the 
offerings of the various services r and the specific geogriishic and service 
narkets selected for entry by the alternative systvos. Cbmoents 4iould take 
these £actors into account, FinaUyr ocnaenters tfiould spscifkaO^y address 
hcM th€ ievel of potential diversion would be affected by restricting 
alternative systems to the non-switched narketr as proposed in the 
State/CcciQerce letter* 

37* Pourthr the new lystCQS luy stiniLite dsnand for ssteUittt sesvkes 
if price competition between syotems develops and drives down pcices. If 
dscaind is stliouU.tedr the resulting increase in traffk: mv ottset sny ihlft 
of Intelsat 'b traffic to- the alternative systens so that t»ere is no overall 
decrease in Intelc^it's traffic base. The Conalssion Invites consents 
regarding the ability of new entrants to engage in price coopetition and 
the effect of such competition cn Intelsat's prices and the dcnand for 
satellite services, Cocuatntcrs should subtait any traffic projecticne and 
analyses of changes in demand which take into account the poSw^Me 
stimlation of demand by the entry of alternative satellite systems, 
Comaenters should also explain their method for identi^ing Intelsat's 
"prices," Specif ically f commenters should address whether Intelsat's 
"prices" have the sane function as other prices in the narketplace in terms 
of their impact on demand and resource allocation given that Intelsat's 
users are also owners who receive an annual revenue distribution fron 
Intelsat, 

36, Finally r the new systems nay capture a part of the market 
previously served not by Intelsat but by submarine cables. Kith the 
Introduction of fiber optic digital cablesr satellites and cables will 
becone increasingly interchangeable for wiy services (such aswide«-band 
aeivloes or data transnissions) previously suitable only to provision via 
satellite, The Commission seeks assesanents of the aooount of traffic that 
could be attracted by the alternative satellit* systens which would 
otherwise have been carrisd by sufctnarine cables. 



24 Comment ors may wish to consult the demand forecasts Ktmitted by 0,S, 
International carriers in the Commiasion's international facility 
planning proceedings. 
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2. Ktvenue Ispcict 

39« Each of tht factors and potalbla •cenarios rtgardlng Zntelut^ 
traffic baaa outlintd In th* preceding paragraciii will hsw a rcvanua iapact 
on Intelsat, Ihe Comnlaticn leekt aU avaiwle data that would attUt it 
in quantifying the overall iispact of «ach on Znttliat'i ntt revenuei 
including d£U regarding changes Xntelut could effect in iU ccats in the 
Icng run. In addition r we lolicit analyaei of the relationnhip between 
changes in Intelaat*a revenuei and ita ability to provide aerv^* OoEanenta 
ibould addreia the tffect authorization of additional Mtelllta ayttena 
vould have on Intelsat*! ability to provide global oesvice as veil at 
Dervloe In spacific regione and markets. Connenters should include 
discuaiion of the revenua level at vhir4) Intelsat could be expected to 
curtail expantion of its aystem^ but retain its existing level of servicer 
and the level at which Intelsat would bt unable to continua providing its 
existing service. He ensphasize that cocnments and analyses on this topic 
tniat be fUUy supported by the datsr modelsr asauccitionsr and iQetbodoIogies 
uaed to develop than. > 

3. OoDpQtiUye Beapcnae 

40. If alternative satellite systems are establlahedr competition 
between the new systems and Intelsat might prompt Intelsat to take 
responsive actlonr such as changing its rate levelsr rate structure and 
service offerings or reconfiguring its satellites or transponders. Ihe 
Cormiiiioci seeks to identij^ Intelsat's options in terms of responding to 
coRpetition as well an the constraints on Intelsat% bdiavior resulting frcm 
such factors as its sunk capital investmentsr technological inflaxibilltiesf 
and the pricing elasticities of demand for the services it Q£&rs« He ask 
cotnoenters to focus in particular upon the extent of Intelsat^ ability to 
change its rate structure in response to coD{setltion taking into acoowt the 
legal barriersr if anyr comaenters saay have Identified in response to 
paragraph 26, supra • Is Intelaat able to vary its pcioes to Met actual or 
potential coapetition? Comaenters chould IdentliV any constraints on 
Intelsat's pricing flexibility which may exist and the »odiflcation of 
Intelsat's pricing structure r If at^r which would be necessary to ensure 
that Intelsat remains a viable competitive entity. In particular r would 
Intelsat have an incentive to engage in price discrimination between the 
geogr^hlc markets where entry occurs snd those where no entry is 
anticipated? If such price dlccrinination occurs how will it affect 
Intelsat's revenues and the sharing of Intelsat's costs anong al^utories? 
Ka invite comments as to each of these factors as well as any other 
marketplace realities which would Halt Intelsat's competitive response. 

41. There are other ways in which Intelsat could respond to 
coR{>etitlon. Intelsat could improve its economic efficiency by reducing 
its costs and by better meeting its customer service requirements. For 
Gxanple/ Intelsat may be able to reduce its costs by modli^ing its 
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Invtttxncnt programr rfKSucing thi «aount of unuarrd MttUite captclty cr 
tuikii^ grattir idvantage o£ ttchnologlcal cbtngt. Cc — in tari abould 
coniider these factori in aiaeuing lnUlMt% rcipna to rm «ntiy, 

42* Thtt •ttAbliahatnt of «ltt£n«tiv« attellite Mtma will alw «£bct 
uaen of MtsUite facilitlti» both tht intamAtionai Mcvioe oarcitrs vbo 
obtAln utollite clrculti to provide ttrvioe to the puUic tnd occuMotrs or 
eivl users. OJie Cocxaitsicn oust inaiua thst th« poOiqy it dtvtlcpt regaxding 
altaxnative s^.tallita systems tJUces Into account tht intarasts cC both of 
th^iae user groups. As dlKUssed nort SoXi^t bslovr «a trs Mking ocHaants 
on the issues ve hsva identified ss partinent to tbase groups. 25 

1* Service Prcviiiers 

43. Sstellite cspscity is purcbsstd by savsrslU.8. inttrnstionsl 
service carriers to provida thair various Mcvioas to tbs pdblic. Qsngas 
in the suppliers of satellite circuits and in tha avtilsble capacity vill 
havcr therefore r a significant affact upon U.S. Mrvlce providers* He 
invite cconents on tha nature of that affiKt* Ka reoo^ni^r boMavtrr tiat 
the internationsl service carriers have inUreaU which say diverge. Tim, 
different carriers or groups of carriers could be affected di£fiarent3y by 
the entry of alternative satellite ayataos. For exaatilaf km international 
carriers nave substantial investments in aubciirine cable facilities which 
might influence their choice of facility without ragsrd to pricing 
differences which say exist between Intelsat and the proposed aystans. In 
addition r some carriers nay purchase capacity in any new systcais while 
others would prefer to obtain tariffed r short-term services liXe those 
available froa Intelsat. Accordingly # coanentars ahould address these 
differences between service providers when th^ respond to the points 
raised below. 

44. We t)elieve there sre s nuiaber of potential effects of new entry 
that would be relevant to carriers and international service ptovidars* Ibe 
most obvious potential affect is thst conpatiticn bebfeen Intelsat and the 
new systems could drive down tha prices that service providers piy to obtain 
satellite capacity. Competition laay also stimlata changes in the quality 
or range of satellite serviues oCfiered to carriers in ways that would affisct 
various carriers differently. The svsilabiUty and r^liibiUty of sitaUibe 



25 \9e onvite parties to sddrass the potential afficts of new entry on 
foreign consuoersr carriersr and service providers ss wa.U ss U.S. 
consunersr carrier Sr and service pcovidars* 
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circuits aty alio change at a result of ccxnpttition, Wa Invite ocnanta 
on the likallhood that coapotltlva entry by alttmativa systems would 
produce changes such as these and on the nature end extent of such cbanQee* 
Ke ara Interested specliUcally In receiving estiaates oC the rates that the 
altematlva syst«as would charge for each of the various offerings they 
propose In their Wlicatlonsr Including ts'riffied eervices »A transponder 
ttles or Isaees* Such sstisates should be accce^anled by coaparlsons d 
the rates proposed 1^ the altsmatiye systeae end those currently available 
for alsilar offerlnge* Coaaenters should aleo addreee whether the 
Introduction of these satellite ^stSM would pccnoU or hinder the ability 
of eeivice provldere to oCfir new oc innovative services* 

45, Several of the applicant a before the CooMlsslon havs proposed to 
sell tranQ>ondere or lease theM on a long-tern basis, Ka invite ccnamta 
cn the benefite and dleadvantages of pertiltting carriere to purchase 
trampondere or lease then on a long-tern besls, Goemntere irtwuld consider 
such factore ae the oeneflte of capitalising costs versus treating thai as 
expeneee and the differencee in teras of cost predictability bebreen owning 
capacity and obtaining it on a tariffed baeis* In addltlonr we invite 
ccmMnte regarding thf effect of transponder purchases on the availability » 
pricer quality r end reliability of satellite drculta, 26 

2« Oonsusers 

46, Wa onvita comments on the is^act of author i:elng alternative 
aetellite systems upon consusars of international coeniunication services. 
Will consumersr on balancer be better off if additional systems are 
authorized? Because certain users mtiy be affected dlfiSerently froa o^mt 
users oy cha entry of these new satellite systec&s# ve ask that cotanentere 
addrats these dlffarances, Coozaents should address whether the entry of 
these c 3tems wouL: increase or decrease the availability, pcioor quellty# 
and reliability of satellite services provided to end users. In additiony 
we invite comments on whether the sale or Xong*-tsm lease of transponders 
by the alternative eatsUita systems would create a' "bypass" problaer i«e«r 
vhethtr end users would purchase trauponders in such hlglh nuebers that the 
carriers would be left with too small a niieber of reaaJnlng users to price 
their services ocapetit^^ely, 

47, Satellite equipnentr includlrtg that associated with the launch 
vehicle r space segmentr and ground segientr is nviu&ctured by a mcber of 



26 See note 17r M^a and tmX acocs^erying. 
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U.S. end fortign firms. Chaitgea In tht inttmational uttXlite etrvicts 
narke\. would have an isi^fict on thi vorlft^ide ateUite tqui|oent in&iitxy* 
In. order to aisesi thiJB iiqpactr the Ccroinicn ceqfutits ocannts oontatoing 
infoDUtion on the revenue i of companies in the siteUite eguJ{aint mocet* 
W» stek data and analyses that vUl assist us in dttenining the revcuits 
earned by United Statesr Europesnr Japanese and other satellite 
nanufacturersr individuslly and as s groupf frco the sale of satellite 
equipaent. 27 He request that the information provided break down the 
revenue data into the apace segment r launch vehicle and esrth station 
•quipnent categories, we are particularly interested in reoetring ccnMnta 
regarding the size of the world-wide equi|xaent nanufacturing industxy and 
the percentag'.i of the sales and revenuea of equipnent nanufacturing 
caif«nies which are attr&utable to Intelsat purdiaaes. 

48. In addition r we invite cocnents as to whether authociaticn of 
alternative satellite systems would increase the denand for satellite 
equipsent. Authorization of the alternative systems could increase dessnJ 
for two reasons. Firstr the new systecs themselves would purchaat satellite 
equipnent. Second r if the introduction of coo^titlon between Intelcet and 
the alternative syetenis atimulatea demand for satellite services tsecause 
oonc«tition has driven prices down or has stinulated innovative ssivioes)^ 
both Intelsat and the alternative systems ni(y require additicnal equiptaent. 
We invite comment b on these points. We also ask cocnmenters to address 
idtether there would be a quantifiable relation ah^ between the increaae in 
satellite equipment sales and the increase in demand for international 
comunications services which might be created by tt)t alternative satellite 
ly stems. 

49. Conmenters should also address the iiqpact alternative systems may 
have on the price and technological dcvelopaent o£ satellite equipment. Ihe 
introduction of these systems could produce scale economies or stimulate 
msnufacturing innovations that would permit lower prices overall for 
satellite equipment r which could r in turn r enable systems with analler oc 
flpecialized capacity to provide service at ccc^titive prices. In addition^ 
an e3q)andedr competitive market for equipment may stimulate topological 
inncvation in the design and performance of satellite equipment. Ohe 
Gcamitsion solicits data and analyses regarding these possibilities snd 
their effect on equipnent manufacturers. 



27 Satellite equipment companies who req^d to this Notice but are 
reluctant to provide such information because they believe it to be 
proprietary are advised to consult the Commission's Rules regsrding 
requests for confidential treatment of submissions. See 47 C.P.B. S 
0.459 (1984). 
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S0» Finally r com .center s should address the steps that the CbRnisalon 
could take to ensu.o that the market for such equipment is vigorously 
ccc^titive. Specificc^Uy* cocmnenters should identify the policies, rules, 
or other action required to protect domestic manuftcturers from the 
anti-coojpetitive actions, if any, of foreign entities. Cccjcaenters should 
also di£cus8 the limitations on the Gcmaisfiicnte ability to take such Qt^» 

51. In addition to the introduction of alternative satellite systems, 
other mechanisns may exist which would increaae efficiency in the proviaim 
of international satellite services. Ihe Coromisfiion invites comments on 
possihle options to increase efficiency. One option which ccciDenters may 
wish to address is the role that direct access by U.S. carriers to the 
Intelsat ^ce segment could play in the future. Bie Departsnent of State 
and the Department of Commerce have indicated their belief that affiDiding 
contanies in addition to Comsat the option of dealing directly with 
Intelsat for competitive services is a necessary step to ensure that 
additional facilities are constructed only where economically and 
technically justified. Commentftrs are invited to address whether such 
an option would be econctnlcally and technically fiwslble in tije envlicnnait 
vrtiich would be created through the on try of alternative satellite systems. 
Cannenters addressing this issue may wish to consider the record in the 
Ccnmission^s proceeding on direct access. Sgt» Regulatory Policies 
Concerning Direct Access to Intelsat Space Segment for the U.S. 
International Service Carriers, 90 FCC 2d 1446 (1982) (notice of inquiry); 
rcCNo. 84-129, 49 Fed. Reg. 19132 (1984) (report and order terminating 
the proceeding). While the decision on direct access was settled in the 
ccntext of today's environment, the potential for separate international 
Of stems introduces new factors that may make direct access more fisasibOe. 



S2. The applicants before this Commission are not the first to propose 
the establishment of satellite systems other than Intelsat to provide 
international services. As we noted in paragraph 20, above, Intelsat has 
previously coordinated four systems providing service between countries 
served by Intelsat. In addition, there are a number of newly-proposed 
satellite systems which would be capable o£ providing i:itematiaial as well 
as dduestic service. Ihe United Kingdom has proposed the UNISAT system 
whose beam would cover the U.S. eastern secboard and moat of western Europe. 
France has proposed the mECOM satellite whose beam would cover loost of 
aircpe and the French Caribbean, Eastern Canada, and the Indian Ocean. 
^>ain has proposed the IBEICMERICAN satellite whose beam would cover Sg^ 
and Utin America. Other systems have also been proposed by Japan for the 
Pacific Basin, by Sweden for all of Scandanavia, and by Luxembourg for 
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%«8tem Europe and poudble trvuatlAntic nrvioe* 

53. The tatelllce systena listed «bu7e tre not the only propoasd or 
exittlng facilltiei which could htve an impact on Znt«lut% position in 
the xarket for international telBcomirlnaticna serTte. Fiber qptic caUAt 
are capable o£ providing sany of the nrvioei that vert prtviouily available 
only via latellite due to the liaitationa inharant In analog cable 
tachncdogy. Moreoverr fiber optic cablea vill introduce low coat, high 
capacity facilities into the international racket^tlaoe. 

54. The Cocsmisaion invites coomenta analysing whether the structural 
and technolociical initiativea ident^tisd above repceaent an inexorable trend 
away froa preaervation of Intelsat *a unique poaition aa a provider of 
international aatellite aervlceat Are alternative Mtellita aystctos an 
inevitability? Wnat torces in the global aarket confronting Intelsat 
contribute to this proliferaticm in altaoiatlve systaos? Hbat indioBtims 
are there that other countries, besides the United Statva and the six 
countries identified above, are likely to attabliib adtamstiva systens? 
Cccnenters are invited to subcnit all available data and analysas that would 
be helpful in charscterizing the narketplace context in wnich satellite 
services are offered. 



55. We also seek comment on certain technical issues regarding the 
efficient use of the elect rooagne tic spectrum and the geostationary- 
satellite orbit. Recently! the projected denand for orbital positions over 
the Atlantic Ocean has increased markedly for satellite networks, mxh as 
thoae proposed by the alternative systemsi that would be operated in the V6 
GHz and 11-1 V14 GBz frequency bands. In particular, Intelsat has indicated 
that it plans to use a ninber of orbital poaiticna over the Atlantic to 
provide its Intelsat Business Services as well ss its aore traditional 
services. In some cases, Intelsat's projected raquirenents would be in 
conflict with orbital positions requested by applicants for donestic and 
alternative international aatellite aystans. 

56. Some observers have srgued that s cocQ3on*-user system such as 
Intelsat's would more efficiently use the spectrum/orbit resources* 
Bowever# other observers have argued that the use of indtvidkjal nataioeks# 
such as those propoaed in the pending applications, would not nsoasaerily 
be less efficient* Furthermore/ these observers contend that in ocdar foe 
any aatellite system to satisfy user demand for particular typea of services 
—ouch as high-speed data servlcea without intervening terrestrial links 
--the system would have to use aatellite and earth station ocaOgacMaiM 
or ppe rational techniques which would be less efficient than other 
configurations, regardless of whether they are C0B»on-H:.^r ayttaats* Ve 
believe that, in many caaea, the extent to which a satellite netvort 
includes features which make it more spectrtn/orbit efficient is detetalned 
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by the econooic incentives of tbe network operator r whether the mbrork is a 
cccxaon-u&er network or one of stny individual networKs* He r«queat ocnaents 
on the ij^ct of the propoaad lystemft on flpectruiv^orbit efficiency and at^t 
ipecificallyr cocu&tnts on the extent to which we can rely on eccoonic 
inoentivei to achieve graater tfficlmQS 

57* In llcenBing networks irf the docettlc fixed-satellite servicer 
we have is(>lenented technical standards intended to aUow for the greattst 
nmber of satellites in the geostationary orbit and the greatest efficlKicy 
of those satellites* In particular^ these standards are desi9ied to 
peioit satellites operating in the sane frequency bands to be located as 
doss together as tvo degrees of orbital arc* He note thct sone of the 
applicants for authority to provide international service propose to 
engineer their networks to permit the location of other satelliteSf 
cpei ting in the ease frequency bands and having a cooioon service areSf 
within two degrees* Ihe standards also requiia "Aill frequency re-use#* 
to insure that the usable cofcaunicaticos bandvidth on domestic satellites 
^preaches 1000 mzf imd a ninimum total tran^onder power capability for 
each atellite operating in a given band* Ihe "full frequency re-use" and 
wininm power standards for doco^etic satellites cannot be directly e^sHS^H 
to the proposed international systens because of tbe nusber o£ beaais to be 
employed by those systems and the international treaty constraints on 
frequency use* However # some variation of these standards may be 
appropriate* Ihereforef we also request coiuients on whctherr and if so f to 
what extent r ve should apply the standards developed for the dccnestic 
fixed-satellite service to any networks authorized for international 
st:i:vioe* 



58* Ihe Commission's overriding concern i£ to develop a policy with 
respect to the establishment of alternative satellite Gystcos that wUl be 
baaed on an accurate assesRnent of the legal and econcmk: issues raised by 
such systems* ihe infomation solicited above will be used tc insure that 
our assesmnent reflects current marketplace realities* Ke encourage 
interested parties to submit dita that is reiponslve to these cocxxims* We 
believe that the schedule that we are setting up for the suhmission of 
cooaents and L*eplies is sufficient for parties to develop ooB^Oeter ourrmtr 
an^ responsive data and analyses* Accordingly » motions for extenoicn of 



28 licensing of Space Stations in the Domestic Pixed*6atellite Seivioer 
48 Fed* Reg* 40,233 a9a^)* 
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ti2&e or lato-fUed pleadings will be vlared diifinrorihly. 

59. He instruct the Cblef, Gocoaon Carrier Bureau/ to supplenent the 
record by obtaining any dnfornation necessary for the conduct of this 
proceeding. 

60. For purposei of thii non-reKtrict6d# informal inquiry and 
rulemaking proceed ingr members of the public aro advised that ex p«f^<^ 
contacts are permitted from the tiiae of issuance o£ a notice of ing[uixy erd 
proposed rulenaking until the time a draft order proposing a substantive 
disposition of such proceeding is placed on the Comnission^ Sun^ine 
Agenda. In general # ao £X p^rtft presentation is any written or oral 
comunication (other than focnal written commentk/pleadings and oral 
argusents) between a person outside the Coenission and a COsiaissiGner or 
a soecber of the Commission's staff which addresses the ntrits of the 
pcoceedingB. My person who subsits a written £X pactft pr«SQntatlcn Bust 
serve a copy of that presentation on the Commission's Secretary for 
inclusion in the public file. Any person who makes an oral bx part^^^ 
pressntation addressing matters not fully covered in any written OGrooents 
previously filed in the proceeding nuit prepare a written suonazy of that 
presentation. On the day of oral presentation r that written sumaxy Bust 
be served on the Commission's Secretary for inclusion in the public filer 
with a copy to the Commission official receiving the oral presentation. 
Each £x PAU^ presentation discussed above must st/ite on its £noe that the 
Secretary has been served r and must also state by docket number the 
proceeding to which it relates. See generally. Section 1.1231 of the 
Ccmiission's rulesr 47 C.F.R. S 1.1231. 23 

61. IT IS ORDER£Dr pursuant to Sections Mi)t {j), 214(d}f 3030:)^ 309 
and 403 of the Cocnmunications Act of 1934r as amended, 47 cr.S.C. SS 154 (i}r 
(j)r 214ld), 303(r)r 309, 403 (1984), Sections 102(d), 201(c)(3), (4), (9), 
and (11) of the Communications satellite fct of 1962, as amended, 47 U.S.C. 
SS 701(d), 721(c) (3) ,(4) , (9) , (11) (1984) , Section 553(b) of the 
Adninxstrative Procedure Act, 5 T^S•C. S 553Q3)C1984), and Sections 1.412 
and 1,430 of the Commission's Rules and Regulations, 47 C.F.R. SS 1.412, 
1.430 (1984), that an inquiry and proposed rulenaking into the 
above-captioned matter is instituted. 



29 As provided in the Commission's public notice, Report No. 1-3057, 
Himeo No. 4716 (June 7, 1984) r the satellite applications before us 
are governed by the £X pnrtft rules which apply to restricted 
adjudicative proceedings, and therefore coamunications concerning 
those particular satellite applications will not be persdttad in these 
proceedings. Se£ 47 C.F.R. S 1.1223 a984). 
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62. IT IS PURIHERH) ORDERED that interetstad pereoni may fUt o on rom ts 
on itatteri raised herein on or before February U, 1985 and reply caanents 
on or befiare March 7, 1985. 

53. IT IS FURTHERED ORDERED that, In acoordai>ce with Uie Pcwlidoni <tf 
Secticn .1.U9 of the Canmiasion's Rulei and RegulaUonSr 47 C.P.R. 5 1.419 
(1984), all participants in the proceeding ordered herein shall tU6 with 
the Cominission an original and five (5) copies of all coamcnts and reply 
ccraaents. In reaching a decision, the Commission may take into 
ccnaideration info^inaticm and ideas not contained In the ccowentsr provided 
that such Information i& placed In the public filer and provided that the 
fact of the Commission's jelifmce on such iifonnatlcn iB noted in ^J^^^?^^ 
and Order. Copies of coroinents and reply caaments filed in this proceeding 
^all be available for public inspection during regular business hours in 
the Oxmniasion's refersnce roan at its headcjuartcrs at 1919 M Street, N.W., 
Ka^ingtcn, D.C. 

64. Pursuant to Section 605(b) of the Regulatay Flexibility Act (P.L. 
96-354) , IT IS CERTIFIED, that Sections 603 and 604 c£ the Act rto not aj^ay 
because this proposed rule or policy will notf if prom»lga\:edr have a 
significant econccnic impact on a substantial nuiaber of anall entitles. See 
5 u.S.C. SS 603, 604, 605(b) (1984). The proposed rule or policy will not 
have a significant economic impact on a substantial number of snail 
businesses or other small entities because the Ccrmlssion hae not received, 
and does not anticipate receiving, a substantial nunber o£ afpllcatlcns fcoro 
anall businesses for authority to construct and operate aatelllte systems 
providing international ccnitmications services. 

FSXRAL OOKHJHICKTICNS OOhMSSION 



KiUiaiQ J. Tricarlco 
Secretary 
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COMPETITION IN INTERNATIONAL 
TRANSMISSION FACILITIES 

Rep, James T. Broyhill 



James T. Broyhili represents the lOih Congressional Dis* 
trlct in the State of North Carolina. He was first elected 
to the U.S. House of Representatives in 1962 and began 
his 1 2th term when the 99th Congress convened in January 
1985. Since Rep. Broyhill is a Republican, and therefore 
a member of the minority party in the House of Repre- 
sratatives, he does not hold any chairmanships. Never- 
theless, because of his high sttiioriy fne was 2ih in seniority 
among Republicans and 27th in seniority of the total 435 
Members of the House during the 98th Congress) he is 
the ranking minority member of the House Committee 
on Energy and Commerce. As the rajikingminority mem- 
ber, he is a voting member of every Energy and Commerce 
Subcommittee, indudmg the Subcommittee on Telecom- 
munications. Consumer Protection, and Finance which 
has jurisdiction over communications. Rep. Broyhill 
received his B.S. degree in business administration in 1950 
from the University of North Carolina at Chapel Hill. He 
also wa< awarded an honorary Doctor of Laws degree 
from Catawba College in Salisbury. 

The opening of telecommunications markets to competition in the 
United Slates is ^vll u^de^^\a> for domestic telecommunications services, but it is just 
beginning for international services. Tnis article provides a brief overvie^^ of the devel- 
opment of lelecommunicauons competition in the United States and concludes that the 
development of competiwon for international services in this countr> is both inevitable 
and highly desirable. 

recently as a decade ago, the domestic telecommunications industry in the United 
States was largely cartcUed. For example, only telephone companies provided long dis 
tance teL.vhone service, so those who wanted to make telephone calls to a distant city 
puri,ha:».j )ong distance telephone service from iheir telephone company. Western Union 
was the 6oIe provider of telegram service, so those who wanted to send a telegram from 
one city to another did so by going through the local Western Union office. And the 
telephone company was tlie only place to get a telephone instrument, so those who wanted 
to obtain a telephone leased it from their phone company. 

Pressure to ehminatc cartelization of the domestic telecommunications Industry began 
in the 1950s as new technological developments created consumer demand foi new serv 
ices and produas. Consumer demand, in turn, spurred interest by new companies in pra 
vidin& Joir<estK telecommunications services in competition with the monopolists. 




This article was prepared before President Reagan announced his decision regarding 
separate international satellite communication systems. 
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However, outdated government regulatory policies perpetuated these moriopolistic fief- 
doms long after consumer interest in competitive alternatives arose. For example, the 
Federal Communications Commission (FCC) was hesitant to eliminate a longstanding 
FCC policy thai prohibited everyone but the telephone companies from providing long 
distance telephone service. Moreover, the FCC was leery about changing its policy that 
prohibited companies other than Western Union from providing telegram services. And 
it was skeptical about revising its rules that allowed only local telephone companies to 
lease telephones. 

But growing consumer demand invariably leads to a weakening of regulatory barriers 
to entry. And that is what happened here, 

A 1956 ruling by a federal court was the opening that led to an eventual breakdown 
of regulatory barriers to competition in many facets of the domestic telecommunications 
industry. In that year, the U.S. Court of Appeals held unlawful an AT&T tariff that 
prohibited customers from using telephone equipment that was provided by an entity 
other than the local telephone company.' 

Regulatory policies prohibiti.ig non-telephone companies from building interstate elec^ 
tronic transmission systems to provide telephone service to the public were not eliminated 
until much later, even though the initial break came in 1958 when the FCC issued a deci- 
sion permitting companies to establish interstate networks for their private use.* It was 
noi until I978» however, that FCC regulations were changed so that private networks 
could be used to offer long distance telephone service to the public in direct competi- 
tion with service provided by telephone companies.* 

Today, while regulatory policies still prohibit competition in certain aspects of the 
domestic telecommunications marketplace,* the bulK ot legal barriers to entry have been 
removed. Asa result, consumers are benefiting from new and innovative products and 
services at lower prices from a variety of suppliers. 

However, the international telecommunications industry (that is the business of pro> 
viding electronic transmission services to permit communications between the United 
States and foreign countries) remains largely a monopoly enterprise even today. While 
persons in the United States who desire to communicate with persons in foreign coun 
tries may subscribe to international communications services offered by a large number 
of companies^' a substantial component of the price charged for all of these services is 
fixed at the same level because all companies offering international services must utilize 
satellite transmission capacity that has been sold to them by the Communications Satellite 
Corporation (CCMSAT).* For example, when a person in New York City asks Western 
Union to send a telex to London, Western Umon transmits the telex by satellite using trans- 
mission capacity that it has obtained from COMSAT. And when a person in Washington, 
D.C. dials a Paris telephone number over AT&Ts telephone network, AT&T transmits 
the call by satellite using transmission capacity which it has obtained from COMSAT. 

The provisionof satelliie transmission capacity for electronic communications between 
the United States and foreign points is a big business for COMSAT. In 1983, it generated 
operating revenues for the company of S29] million and operating income of Sill mil- 
lion." 

Within the past few years, new companies have expressed growing interest in estab- 
lishing their own satellite systems to compete directly with COMSAT.* In fact, at least 
five companies have developed detailed business plans within the past 24 months in which 
they propose to launch satellites and then lease transmission capajity to those in the 
United States desiring to communicate with people in other countries.* 

However, as was the case in the domestic telecommunications industry, antiquated 
government regulatory policies have prevented the development of competition long after 
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the expression of interest by outside parties in providing competing services, Tht five 
U.S. companies that want to establish competing satellite systems are powerless to develop 
these systenjs until the FCC approves their applications."* However, the FCC, meanwhile, 
has withheld action on these applications due to political pressure from the special inter- 
ests who oppose competition." On November 28, 1984, however, President Reagan issued 
a statement supporting competition, and he instructed the Secretaries of Commerce and 
State to notify the FCC of his views and urge the agency to grant the applications. 

Just as marketplace pressure brought about elimination of antiquated government- 
imposed barriers to competition in many aspects of the domestic telecommunications 
industry, I am confident thav continuing marketplace pressure will lead the FCC even- 
tually to license new satellite systems so that COMSAT will face competition in the pro* 
vision of transmission capacity for international communications. 

The benefits to consumers of such competition are evident. The existence of strong 
competition in the supply of satellite transmission capacity will help ensure that the prices 
for such capacity are kept low. Moreover, the existence of strong competitors should 
promote technological innovation as competitors search for ways to develop transmis- 
sion capacity that meets consumer demand. 

Because COMSAThas invested hea/ily in recent years in a variety of business activities 
in which substantial competition exists, the development of strong competition in the 
. . supply of satellite transmission capacity will also help consumers by reducing substan- 
tial regulatory costs now imposed upon them. For example, COMSAT has invested 
millions of dolbrs in a subsidiary that eventually will provide several channels of pay 
television programming to hundreds cr thousands of homes in the United States. It also 
operates a business that provides environmental consulting, planning, and monitoring 
services in the U.S., and it has a subsidiary that provides engineering and consulting serv- 
ices to entities around the world interested ir developing telecommunications facilities 
and services. Moreover, COMSAT subsidiaries manufacture and market telecommunica- 
tions equipment. 

The dominance of COMSAT in providing international satellite transmission capacity 
in the U.S. gives COMSAT unfair advantages over the numerous U.S. companies that 
are engaged in each of these competitive lines of business since a company engaged in 
both monopoly and competitive activities has both an incentive and the ability to engage 
in predatory practices to benefit its competitive enterprises. 

The FCC has recognized the unfair advantage that COMSAT possesses over competi- 
tors in its competitive b»;5inesses, by requiring that COMSAT engage in all competitive 
activities through subsidiary companies.'* The FCC keeps tabs on these subsidiaries to 
make sure that COMSAT does not use its monopoly power in the provision of satellite 
transmission capacity to disadvantage competitors in its other lines of business. In ad- 
dition, I introduced legislation during the 98th Congress requiring the FCC to strengthen 
its oversight of COMSAT to better ensure that the company will not engage in preda- 
tory activities.*' 

Since all of this regulatory activity is premised upon the monopoly power that COMSAT 
holds in the provision of the satellite transmission upacit>, these regulaiory costs could 
be avoided if COMSAT faced strong competition in the provision of this service, 

CONCLUSION 

More than 200 years ago, Adam Smith recognized that, while consumers are the ultimate 
beneficiaries of a competitive marketplace, they arc often denied those benefits for a period 
of time as a result of hurdles put in the way by those who benefit from an absence of 
competition: 
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In every country, it always is and must be the intent of the great body of the people 
to bay whatever they want of those who sell it cheapest. The proposition is so very 
manifest that it seems ridiculous to uke any pains to prove it, nor could it ever be called 
into question, had not the interested sophistry of merchants and manufacturers con- 
founded the common sense of mankind. Their interest is, in *his respect, directly op- 
posite to that of the |reat body of the people.*^ 

Adam Smith described cxactl> the "interested sophistry** that has prevented the develop- 
ment of competition in transmission facilities for international telecommunications. 

However, as m other product lines where interested sophistry delayed the introduction 
of competition, the provision of transmission facilities for international telecomniunica 
tions eventually will be^^ome a competitive business as well. Pressures are already being 
applied to eliminate existing entry barriers. 

In the meant ime» it is essential that government regulators keep close tabs on COMSAT* 
the sole supplier of transmission faciiiiies, in order to keep its monopoly power within 
its existing bounds. 
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system, that uses the electromagnetic spectrum unless a license has been obM.ned from the FCC. See 47 
U.S.C. §301. 

11. See, e.g.. Turf War Blocks Full Agreement on Intelsat PoWcy, * Broodcastmt, A >ril 2, 19M, at 72.*Baldnge, 
Shultz Tangle over U.S. Lead m International Telecom Policy,** //uitfe U.S. Trader June 15, 1914, at 3. 
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13. H.R. 5724, 98th Cong., 2d Ses. (1984). This bill has been cosponsored by twt Members of the House Sub- 
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Mr. Broyhill. Thank you very much for inserting the article in 
the record. I note that you have made some speeches on this re- 
cently, and I wodld like to reciprocate by asking that the record be 
open to receive a copy of the speech that you made recently on 
competition in this area. 

Mr. WiRTH. Without objection, that will be included in the record 
at this point as well. 

[The speech referred to follows:] 
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Remarks of 
Tinothy Kirth, Chainaan 

Subcommittee on TelecommunicationSr 
Consumer Protection and Finance 

Before the American Enterprise Institute 



Thank you very muchr and good Qfternoon. 

I*in pleased to be here this afternoonr and glad that AG! is 
sponsoring this conference* International telecommunications are of 
immense importance: to our balance of trader to our foreign policies r 
and to our future role in the global economy* The Subcommittee I 
chair has held many hearings on international telecommunications 
issuesr reflecting their importance to our economy. 

As we discuss these issuesr I'd like to try and put them in 
perspective* Our experiences in domestic telecommunications provide a 
useful example* 

The United States has embarked on a pro-competitive policy in 
domestic telecommunications for several reasons* 

First, competition will bring more options to the consumer, for 
les* "aoney, than will regulated monopoly* 

While we are now in a sosi^etimcs confusing transition following 
the divestiture of ATil^ it is clear that competition ifl already 
bcin9in9 bt^neflts to the U*S* usftr. 

Second, the pro-competitive policies of the United States are 
also based on the understanding that tiechnolo^v has altered the 
regulatory landscape in a manner inconsistent with monopoly, or with 
extending regulation from basic telephone service to other electronic 
industries. The distinctions between a '^.elephone and a computer ate 
increasingly impossible to make. 

Just as technology made our domestic telecommunications policies 
obsolete, technological forces are at work in the international 
marketplace as W3ll* We have seen the development of zix generations 
of satellite technology in the short, 20 year history of the industry* 

And Just as the technologies involved are dynamic, sc also must 
be our policies* 

To remain wedded to policies that are based on yesterday's world 
is to impose costs on users, suppliers and the econoay at large* 
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The FCC is now considering five applications to offer 
international satellite services independent of INTELSAT. The 
applications have engendered considerable controversy^ and have foiced 
a lengthy review of America's policy. The Subconnittee I chair hai 
conducted an in-'depth Investigation into the policy issues raised by 
these applications* Let me share some observations which are drawn 
from our experiences In both the domestic and international arenas. 

Flrstr INTELSAT has largely been a success. From its conception 
In the early d«ys of the Kennedy Administration, INTELSAT has 
succeeded in creating a global satellite network that serves its 
members well. 

INTELSAT now has 109 member countries. It has brought 
instantaneous communication to virtually every country in the world, 
helping to make the world a smaller place. Its inter-connected 
network has hastened the integration of member countries into the 
world economy, and has made international telecommunications almost as 
ubiquitous as the domestic system. INTELSAT is a monument to the 
peaceful uses of outer space, and to cooperation among nations. 

But it is important to understand just who INTELSAT'S owners are. 
They are primarily the Postal, Telephone and Telegraph Administrations 
•f member countries. The satellite network they designed is suited to 
their needs — providing point-to-point telecommunications for 
switched voice and record services. 

Thus traffic destined for European distribution is collected at 
one of three earth stations in the United States, uplinked to the 
satellite, and received in another country* At that point, the 
message transits the domestic network of the receiving country, and 
ultimately arrives at its destination. 

The facilities of INTELSAT have served this market well. 
Moreover, by virtue of satellite technology, thin routes and high 
density routes can be served over the same facility^ Transmissions 
are virtually distance-insensitive* 

But there are other markets, distinct from the switched voice 
T&arket, that lend themselves to satellite technology. These can be 
characterized as point-to-multi -point, or muXti-point-to-nulti-point. 
We can identify some of these other markets — for example, the video 
market. And the video market provides a good example of the way 
changes in satellite policy can help to bring new products and 
services to the public. Let me explain. 

Dntil 1972, the FCC regulated the ownership and construction of 
satellite earth stations, even if the earth station could only rfiCCivg 
a signal. In 1972, however, the FCC adopted its to-called 
•open-skies' policy, which deregulated receive-only earth stations. 
Ko one was quite sure what benefits would result from the new policy, 
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but the FCC took a chance and let marketplace forces work. 

And the marketplace .did work. Programmers for cable systems 
quickly realised that Fitellites offered an inexpensive alternative to 
terrestrial transmission facilities. With a single uplink signal r a 
programmer could reach virtually gvfry cable system in the country* at 
nominal cost. 

The result was the inauguration of services like HBO. And with 
the advent of premium channels on cable systems r the cable industry 
has grown at a rapid pace. While basic cable services — the 
retransmission of over-the-air broadcast signals — have been in 
existence since the early 50»sr it was the availability of premium 
services that has fueled the explosive growth of cable in the last ten 
years. 



INTELSAT does not now serve the video marketplace in a meaningful 
fashion. The few video transponders that are available are 
pre-emptibler they must be reserved far in advancer and they are 
extremely expensive. 

Moreover r the INTELSAT tariffs include additional charges for 
additional receiving points^ reflecting the fact that INTELSAT was 
designed to meet the needs of its owners the PTT administrations. 

The applications currently under consideration by the FCC propose 
to serve the video market. They will make facilities available that 
will facilitate the export of o.S. programming. 

As an asidcr most European nations are several years behind the 
D.S. in the development of cable systems. Great Britain is only now 
constructing cable systems — many other countries are barely cabled^ 
or not cabled at all. The dearth of programming material that has 
traditionally concerned the O.S. cable industry will aleo become a 
concern of European cable operators. In shorty there is a market 
under construction^ which the alternative satellite systems could 
enable O.S. programmers to fill. 



What are the D.S. options? If we are to take advantage of the 
development of non-*traditional applications of satellite technology^ 
what is the appropriate course to pursue? 

It seems to me that our options are threefold. 

First r we could rely upon INTELSAT^ and try to encourage INTELSAT 
to fulfill these new needs as well as its obligations to the public 
switched network. 

Second^ we could protect INTELSAT'S switched services from 
competition^ but allow alternative systems for other applications. 
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Or finally^ we could pursue conpehition with ideological fervor^ 
and pernit alternative satellite systems to compete directly with 
XNTELSAT. 

As Americansr I believe we have a predisposition towards 
coiape titiont Ke know that competition encourages innovationr lower 
pricesr and a greater level o£ responsiveness to the market. 
Koreoverf we already ^av^ alternative systems providing international 
satellite service — most notably, the INHARSAT system — which 
connects ships at sea to the public switched networks o£ the world. 

And asking XKTELSAT to be all things to all people is not fair — 
particularly to those from under-developed nations. The new 
applications for satellite transmissions — video, high speed data 
will, in all likelihood, only be utilized by developed countries. 
Forcing INTELSAT to meet the needs of a few of its members — while 
incurring costs for s^jush member country — it unfair. The Third World 
should not be forced to underwrite the cost of video distribution 
between the Onited States and Europe. ThuSr I do not believe that the 
first option is realistic for the United states. 

The third option — of permitting unrestricted competition to 
INTELSAT for all services is equally unrealistic. To do so would 
constitute an abrogation of our obligations under the INTELSAT 
Agreementn. Unrestricted competition would deny us the benefits of a 
globally inter-connected system for switched services. And such ^ 
policy would offend our partners in INTELSAT* 

The second option, of permitting competition for soioe services, 
while protecting INTELSAT'S switched traffic, in far more reasonable. 
It has the virtue of maintaing the got d things that INTELSAT has 
brought — ' cooperation, interconnectivity, and access to every corner 
of the world. 

But this option will also permit the development of new 
applications of satellite technology, without imposing the costs of 
the new applications on those whp do not use them. Reliance on market 
forces for the offering of non-traditional services is consistent with 
our own tradition of free enterprise, and will facilitate greater 
responsiveness to the marketplaco. 

Ke have already seen INTELSAT respond to the i±X£Lt of 
cOD'^etltion. Just two weeks ago, Ted Turner announced an ncreement to 
export his Cable Kews Ketwork to Europe, over IKTELSAT. INTELSAT now 
offers a new data service — International Business Satellite 
Services. I would expect to see additional innovation on the part of 
INTELSAT in the future, proving the maxim that competition brings 
users new services. 



*** 



Protecting INTELSAT'S Switched services, while permitting 
alternative systems for customized services, is sound 
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telecommunications policy* But international telecommunications arer 
by their naturer joint undertakings* And INTELSATr in particulair 
represents both a telecommunications And a foreign policy success* 

There are foreign policy ramifications to this issuer which I'd 
like to address as well* Those ramifications have both substantive 
and political dimensionsr which must be separated* 

On a substantive basisr there is legitimate concern that 
fragmenting INTELSAT'S traffic will cause INTELSAT economic harm* It 
seems to roe thatr b^ limiting alternative systems to customized 
servicesr and prohibiting them from offering switched servicer 
INTELSAT'S primary mission will be safeguarded* We're not talking 
about * cream skimming' herer in which the most lucrative traffic is 
diverted from INTELSAT* 

Rather, we are opening up to competition a new marketr currently 
un->served or under-served — and making sure that those who use the 
new services are the ones who pay for them* 

The political dimension isr however, another story* For a 
variety of reasons, and by a variety of players, the members of 
INTELSAT have been told that the decision to permit alternative 
systems represents a movement away from a single global system for the 
provision of switched service* 

Nothing could be further from the truth* 

Those member countries must be presented with a detailed 
explanation of D*S* policy, the safeguards that will be employed to 
protect INTELSAT, an'^, most importantly, the rationale behind the 
policy to permit alternative systems* 

That job has not been done* 

And the absence of that explanation has created a situation in 
which a foreign policy problem can develop, if it hasn't already* 

There are, I think, two primary reasons for the confusion that 
exists around the world about the direction D*S* policy is taking* 

The first is a function of confusion within our own Government* 

While I won't spend a great deal of time on this, there are two 
Executive Branch departments that have primary responsibility over 
international telecommun* - tions policy: the Department .of Commerce 
and the Department of St. .e* 

Explaining D*S* policy developments to other Governments ought to 
be the responsibility of State* As far as I'm aware. State has not 
made the neceusary effort co do so, until y.ery recently* 

Instead, ve have seen a 'turf war', in which the responsibilities 
of each Department are blurred, at dach attempts to expand its 
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authority. 

Last yeatr State and CommeEce signed a 'Hemorandun cf 
OndeKstanding', attempting to delineate the respective 
responsibilities of each Depactment. Vet there £re disturbing signs 
that the turf fight continues unabated* 

The Telecommunications Subcommittee that I chair will continue to 
oversee the formulation and implementation of international 
telecoinnunications policy. It should be clear that the focus of the 
Commerce Department should be telecommunications policyr and that o£ 
the State Departmentr foreign policy. 

To the extent that the lack of clarity in the responsibilities of 
each Department continues to create problems, the Subcommittee will be 
forced to legislate an appropriate delineation. 

The other factor that has confused the rest of the world is the 
FCC, and its role in the current dispute. 

The Commission has published a 'Notice of Inquiry/Kotice of 
Proposed Rule Making' which is less than clear. In its noticer the 
Commission raised th.3 possibility of re*-interpreting an Executive 
Agreement. 

It suggests that the proposed alternative systems ma^ be 
permitted to compete directly with INTELSAT. In short, it virtually 
Ignores the recommendations of the President and the Executive Branch, 
and starts ^ lum* 

Under the appropriate statutes, the procedure is relatively 
clear. The President has thb authority, under the Communications 
Satellite Act, to make a 'National Interest' determination that 
alternative satellite systems should be permitted. 

The FCC operating und>ir the 'Public Interest' standard of the 
Communications Act, must examine, the various applications, fneasure 
them against the President's 'Nationil Interest' criteria, and reject 
or* grant them on that basis. 

The Commission should not be in the position of making foreign 
policy, nor of interpreting what amounts to American treaty 
obligations. 

To the extent that the FCC goes beyond the Executive Branch 
recommendations, they willr of course, hear from the Congress. 

Moreoverr since it is the State Department that must coordinate 
the proposed alternative systems with IKTELSAT, any excesses on the 
part of the FCC will not become U.S. policy. 

I do not believe that the proposed alternative systems pose 
substantive problems for the United States and its relationship with 
the other members of INTELSAT. But the manner in which the United 
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states has addressed the issue may well have created a political 
problem* 

The State Department must undertake an aggressive effort to 
explain the policy to our partnc^rs in INTELSAT. It must reassure then 
that the limited authorizations proposed by the President wiU not 
have an adverse economic impact cn INTELSATf and do not represent a 
diminution of America's commitment to INTELSAT. 



One subsidiary question that has been raised in this debate is 
whether INTELSAT ought to be allowed to compete with the alternative 
systems* 

It seems to me a more competitive INTELSAT could bring many 
advantages — to the Dnited States and to the rest of the world. 

However, as we address this question, it seems to me that the^'e 
are two principles that ought to govern the resolution of the debat^x 

** First, there should be no cross-subsidies. INTELSAT should 
not be permitted to use its protected position in the 
switched market to underwrite the cost of entering tho new 
markets. 

** Second, those who benefit from INTELSAT'S competing should be 
the ones to pay for it. Less Developed Countries (LDCs) — 
which will not be utilizing high speed data links, nor 
24-hour video transponders — should not be forced to pay for 
their construction, launch and operation. 

The Dnited States — together with its partners in INTELSAT 
should begin the process of defining the future role of INTELSAT in 
these newly competitive markets. If there is a consensus that 
INTELSAT should be permitted to compete, we should attempt to define 
the manner of that competition, consistent with the two principles I 
outlined earlier. This effort should help to reassure INTELSAT and 
its member countries that the Dnited States his a strong interest in 
seeing INTELSAT prosper, and will continue to work to achieve that 
goal. 



We arc only at the beginning of this process. The detailed 
recommendal .ons from the Executive Branch are barely a month old. The 
Telecommunications Subcommittee will those 
recommendations in the coming weeks, and we vill hold hearings on thea 

^*^^^A^"we^examine these issues, it is important to keep several 
things in mind: 
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Pirstr the technology that has made INTELSAT possible is not 
static* There have been tremendous advances over the past 20 years* 

As the technologies involved have changed, so also should the 
policies of the United States. By permitting alternative systems to 
nake facilities available for un-served, or under-served narketSr 
those who depend on satellite transmission will be better off. 

Secondr unless we continue in the direction of alternative 
systemsr there will be serious opportunity costs. Kew export markets 
will renain undeveloped. At a time when our balance of trade is 
approaching crisis pioportionsr those opportunity costs are 
significant and growing. 

Finally, we should remember that INTELSAT has been good for the 
United States, and good for the rest of the world. We should attempt 
to build on that base as we permit new applications of satellite 
technologyr and make sure that our partners are kept well aware of our 
on-going commitment to the INTELSAT system. 

We have all benefitted from the first 20 years of satellite 
technology, if ve are careful in the development and explanation of 
D.S. international telecommunications policies, we can guarantee that 
the next 20 years will be equally beneficial. 

Thank you very much. 
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Mr. WiRTH. You are familiar with the rules of the subcommittee. 
You have been here before, Mr. Schneider. We are pleased to have 
you back. We appreciate your interest and concern. 

If you could summarize your testimony in 5 minutes, I think we 
are probably familiar with the general positions you have. The 
members of the subcommittee are very interested in the issues and 
have lots of questions. The faster we can get to those, the better off 
we will be. 

Without objection, your testimony will be inserted in full in the 
record. 

Chairman Fowler, maybe we can start with you, and move then 
to Mr. Schneider, and then finally to Mr. Markey. 
Thank you for being with us. 

STATEMENTS OF MARK S. FOWLER, CHAIRMAN, FEDERAL COM- 
MUNICATIONS COMMISSION; WILLIAM SCHNEIDER, JR, UNDER 
SECRETARY OF STATE FOR SECURITY ASSISTANCE, SCIENCE, 
AND TECHNOLOGY, DEPARTMENT OF STATE; AND DAVID J. 
MARKEY, ASSISTANT SECRETARY FOR COMMUNICATIONS AND 
INFORMATION, DEPARTMENT OF COMMERCE 

Mr. Fowler. I appreciate being able to discuss this issue with 
you.^ I would like to summarize my full written statement, Mr. 
Chairman. 

As you know, we have pending before the agency five applica- 
tions to construct and operate private international satellite sys- 
tems, apart from Intelsat. These five applications present the Com- 
mission with the specific question of whether the public interest 
would be served by licensing these proposed systems. 

The broader question is whether the United States should contin- 
ue to rely almost exclusively on Intelsat for its future international 
communications satellite needs, or whether it should look else- 
where to satisfy some of those needs, without harming the system 
that has served us so well. 

The resolution of these question must involve the Congress and 
the executive branch because they raise matters tJiat are beyond 
the scope of the Commission's regulatory authority. We must to- 
gether develop a policy that will ensure that future U.S. needs are 
provided for and that the U.S. continues to satisfy its international 
obHgations. 

Therefore, the Commission has attempted, first of all, to fashion 
procedures for regulatory consideration of the applications, both to 
compleraent congressional and executive branch review and avoid 
any unnecessary regulatory delay on the part of the Commission. 

In my testimony today, I will not discuss the merits of any par- 
ticular application, since the Commission has neither determined 
whether the applications should be granted, nor completed its cur- 
rent proceeding to develop a policy for regulatory review of these 
applications. 

1 will attempt to explain the Commission's role in this matter 
and the issues that it is considering in its current proceeding, be- 
cause the applications raise not only telecommunications concerns, 
but also foreign policy, trade, and national security questions 
which are within the province of the executive branch. The Com- 



113 



mission withheld action on these applications until the executive 
branch reviewed these other questions. That review culminated in 
the President's November 28, 1984 determination that separate satr 
ellite systems are required in the national interest. 

Also in November, the Departments of State and Commerce 
issued a joint letter informing the Commission of the criteria neces- 
sary to ensure U.S. fulfillment of its international obligations, as 
well as furtherance of telecommunications and foreign policy inter- 
ests. 

The Commission has issued a notice of inquiry and proposed rule- 
making on the establishment of separate satellite systems. Com- 
ments were due on April 1, 1985 and reply comments on June 5, 
1985. The purpose of the notice is to develop as complete a record 
as possible for the Coi:\mission to establish policy guidelines for 
regulatory consideration of the applications. 

Among other issues, the notice requests comments on the execu- 
tive branch decision. The Commission's interest in obtaining com- 
ments on the executive branch decision is limited to the regulatory 
implications of that decision. 

The executive branch believes that economic harm to Intelsat 
from the proposed separate systems can be avoided, if competition 
is restricted to customized services such as intracorporate net 
works. Competition would be limited by restricting separate sys- 
tems to providing services through the sale or long-term lease of 
transponders or segment capacity for systems not interconnected 
with public switched message networks. 

The Commission must look at the potential economic effect of 
the proposed systems on Intelsat. In its notice, the Commission re- 
quests comments as to the appropriate criteria for determining eco- 
nomic harm and if that harm would constitute significant economic 
harm under Intelsat's charter. 

The notice requests information on potential diversion of traffic 
for Intelsat by the proposed systems, including how the level of po- 
tential traffic diversion will be affected by restricting the proposed 
systems to customized services; two, the resulting revenue impact 
on Intelsat, and three, the options available to Intelsat to respond 
competitively to the new systems. 

While che potential economic effect on Intelsat is important and 
must be considered under the requirements of the Intelsat charter, 
we also must not lose sight of our obligation to weigh this effect 
against potential benefits to the American consumei that may be 
provided by these proposed private systems. 

We intend to consider this question in our proceeding, as well as 
other matters such as the effect private systems may have on exist 
ing service providers and the satellite equipment industry. 

In sum, we can all agree that the proposed private systems raise 
significant policy issues. The Commission faces a fonnidable task in 
analyzing the information and data that it expects to receive in re- 
sponse to ite notice. We intend to consider these issues carefully 
before we take action. 

We must first adopt policy guidelines for regulatory consider- 
ation of the applications. Basud on the guidelines adopted, any fa- 
vorable action would only be an initial conditional authorization, 
pending completion of the required Intelsat consultation process. 
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During that process, the Commission would assist the Depart- 
ment of State in preparing documents that are required to begin 
the consultation process and provide Congress with any informa- 
assistance it may need to investigate this matter. 

Mr. Chairman, that completes my prepared statement. Thank 
you. 

[Mr. Fowler's prepared statement follows:] 

Prepared Statement or Mark S. Fowler 

Mr Chairman and members of the subcommittee, I appreciate the opportunity to 
l^\^.^^*®r"^^^^"i?.L*®^^°"^?^"n^^^io^-o with you, particularly new Interiiational 
wiu "^^^ ""^ UQlprin, thief of the FCC Common Carrier 

As you know, pending before the Commission are five applications to construct 
and operate pnvate international satellite systems apart from the Intelsat system. 
Ihe first application was filed in March, 1983 and the last in May, 1984. Petitions to 
deny tjid numerous other pleadings, studies, informal statements and letters have 
been filed in response to the applications. 

« j^nr °/ the proposed systems would provide service between the United States 
and Western Europe. One would provide service to South America. All applicante 
would sell or lease transponders on a non-tanffed basis; two would also provide tar- 
illed common earner services. A variety of analog and digital communications serv- 
ic^ would be available from the systems depending on specific customer needs. Pro- 
posed services include data collection and distribution, teleconferencing, high-speed 
acsimUe, computer-toKJomputer communications, remote printing, teletext, viW 
text, and television and radio distribution. t- ^ ^ 

The Hallmark of the applicants' proposals is flexibility in meeting varied custom- 
er transmission requiremente. The applicants contend thac the lease or purchase of 
bulk tmnsmiBs\on capacity in their proposed systems would provide users with the 
same advantages that are available through lease or purchase of domestic satellite 
capacity on a non^tanffed basis. Some of these advantages have included (1) tailored 
c!^l5i! ^^^^"IS?*^ customers not possible under the regunen of a tar- 
iffed service offering, (2) customer ability to make long-term plans for the use of fa- 
cilities with assurance as to availability and price, (3) systems specifically designed 
to meet customer needs and (4) positive market development witii new and innova- 
tive service offerings. 

nJSif^P'^^^^^'^r responsive pleadings raise important issues which we all 
agree require careful consideration. The specific question presented to the Commis- 
sion IS whether the public interest would be served by licensing the proposed sys- 
tems, ihe broader auction posed to Congress, as well as the Commission and other 
Sfi)wfu^??^?*'^i®c/°/' development of U.S. telecomm-anicaUons oolicy, is 
whether the United States should continue to rely almost exclusively on Intelsat for 
1X3 future international communications satellite needs or whether it should look 
elsewhere to satisfy some of those needs without harming the system that has 
served us so well. The resoluUon of these questions must involve the Congress and 
the executive branch because they raise matters that beyond the scope of the Com- 
mission s regulatory authority. We must together develop a policy that will assure 
that future y.S. needs are provided while the United States continued to satisfy ite 
international obligations. Therefore, the Commission has attempted to fashion pro- 
cedures for regulatory consideration of the applications both to complement conces- 
sional and executive branch review and avoid any unnecessary regulatory delay on 
the part of the Commission. 

.«^J^^-^u"^°"y.^?^^yi ^ ^^"33 the merite of the applications since the 

commission has neither determmed whether they should be granted nor completed 
Its current proceeding to develop a policy for regulatory review of them. However, I 
will attempt to explain the Commission's role in this matter and the issues that it is 
considenng m its current proceeding. 

Besides telecommunications concerns, the applications raise foreign policy, trade 
and nation^ security quwtions which are beyond the authority of the Commission 
and within the province of the executive branch. Because of this, and at the specific 
request of the Departments of State and Commerce, the Commission witTIheld 
action on the applications until the executive branch reviewed the national security 
and foreigr Policy ^pecte of the applications. That review culminated in the Presi- 
dent s November 28, 1984, determination that separate satellite systems are re- 
quired in the national interest, and in a joint Department of State and Commerce 
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letter of the same date informing tne Commission of the criteria necessai^y to ensure 
U.S. fulfillment of its international obligations and furtherance of both its telecom- 
munications and foreign policy interests. 

Following the President's determination and the executive branch statement of 
criteria, the Commission issued a notice of inquiry and proposed rulemaking on the 
establishment of separate satellite systems. Comments were due on April 1, 1985 
and reply comments on June 5, 1985. The purpose of the notice is to develop as com- 
plete a record as possible for the Commission u) establish policy guidelines for regu- 
latory consideration of the applications. The notice outlines the issues raised by the 
applications and reouests information and data to assist the Commission in resolv- 
ing these issues. It also requests comments on the executive branch decision. 

The Commission was not in a position to set out the executive branch decision as 
its proposed policy because, at the time that we issued the notice, the executive 
branch white paper which provides the basis for its decision has not been provided 
to the Commission. The Commission believed that adopting the executive branch de- 
cision as its own without first reviewini^ the basis for it and public comment on it 
would be inconsistent with the Commission's status as an independent regulatory 
agency. 

However, y^hile we believe that public comment on the executive branch decision 
is necessary, the Commission is not attempting and will not attempt to usurp execu- 
tive branch authority in foreign policy, trade and national security matters. The 
Commission s interest m obtaining comments on the executive branch decision is 
limited to the regulatory implications of the decision. The executive branch believes 
that economic harm to hitelsat from the proposed separate systems can be avoided 
if competition is resulcted to "customized" services. Accoroing to the executive 
branch white papt?r, customized services would include intra-conwrate networks and 
television transmission. Competition would be limited by restricting separate sys- 
tems to providing services through the sale or long-term lease of transponders or 
space segment capacity for communications not interconnected with public-switched 
message networks. 

The Commission must take a broad look at the potential economic effect of the 
proposed systems on Intelsat. This is an important 'consideration because the 
Intelsat charter requires any member intending to uh;* space segment capacity sepa- 
rate from Intelsat facilities in order to meet international public telecommunica- 
tions requirements to first consult with Intelsat to ensure technical capability vnth 
Intelsat facilities and to avoid significant economic harm to the global system. In its 
notice, the Commission requests comments as to the appropriate criteria for deter 
mining economic harm and if that harm would constitute ''significant economic 
harm under Intelsat's charter. In addition, the notice requests information on (1) 
the potential diversion of traffic fiom Intelsat by the proposed systems, (2) the re- 
sulting revenue impact on Intelsat and (3) the options available to Intelsat to re- 
spond competitively to the new systems. 

As part of its analysis, the Comm'jssion is comparing Intelsat services to the appli- 
cants proposed services. The applicants believe that their systenw would provide 
services different from Intelsat services. Some argue that their systems would com- 
plement Intelsat and actually stimulate overall demand for international satellite 
services to Intelsat's benefit. However, if the new systems are to offer services that 
are substantially equivalent to Intelsat's, there is a potential for traffic diversion. 
Therefore, the Commission has reauested information and comments on the extent 
of potential traffic diversion. In addition, the Commission is looking at how the level 
of potential traffic diversion will be affected by restricting the proposed systems to 
customized services. We also must consider the enforceability of such a restriction 
from both the legal and technical aspects. And, we must consider what optioiw may 
be available to Intelsat to avoid sLpificant economic harm th.ough competitive re- 
sponses, such as greater pricing flexibility, or by reduction in costs. Finally, the 
Commission has requested comments on the feasibility of direct access in the envi- 
ronment that would be created by separate satellite systems. 

While the potential economic effect on Intelsat is important and must be consid 
ered under the requirements of the Intelsat charter, we must not lose sight of our 
obligation to weigh this effect against potential benefits to the American consumer 
that may be provided by the proposed private systems. We intend to consider this 
question in the proceeding that we have initiated as well as consider other matters 
such as the effect private systems may have on existing service providers and the 
satellite equipment industry. 

In sum, we can all agree that the proposed private systems raise significant policy 
issues. The Commission faces a formidable task in analyzing the information and 
data that it expects to receive in response to its notice. We intend to consider these 
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issuea carefully before we trke an; action. The Commission must first adopt policy 
guidelines for regulatory couvfl^ration of the applications. Based on the guidelines 
adopted, any favorable action on one of the applications would be initial and not 
final. Initial Commission action would take the form of a conditional authorization. 
Consultation procedures with Intelsat bv the United States and one or more foreign 
authorities willing to authorize use of the proposed systems for service to their 
countries would have to be completed before the Commission would issue a license 
to the applicant. The Commission would pssist the Department of State in pi sparing 
documents that are reouired to begin the consultation process. The Commission 
would not consider final action on the applications until ttie Intelsat consultation 
process is completed. During this process, we would provido Congress with any infor- 
mation and assistance it may need in itc investigation of this matter. 
T^*^r x)mpletes iny prepared statement I would now be pleased to answer the sub- 
»e s questions. 

Mr. WiRTH. Thank you very much for being here. 
Mr. Schneider, 

STATEMENT OP WILLIAM SCHNEIDER, JR 

Mr. Schneider. I thank you for this opportunity to appear before 
the subcommittee, and I did eiyoy my last appearance here. 

I would like to summarize my statement briefly with respect to 
the views of the Department on the question of communications 
satellite systems separate from Intelsat, and I am privileged to join 
with Mr. Markey in presenting the views of the executive branch 
as a whole. 

Despite the finding that the systems arc required in the national 
interest, the determination is not in and of itself an authorization 
for any particular applicant to construct facilities or offer services. 
It is the role of the FCC to give such authorization. 

It must determine whether the services proposed by the individ- 
ual applications are in the public interest, convenience, and neces- 
sity. 

The executive branch criteria provided to the FCC by the Secre- 
taries of State and Commerce are safeguards designed to limit the 
economic impact of any new American systems on Intelsat. We are 
the only country that has placed such restrictions on its own sys- 
tems m order to protect Intelsat. Other satellite systems have not 
taken steps to limit competition with Intelsat regarding the impor- 
tant public switched message networks. They have approved these 
other separate systems, but they have singled out the proposed 
U.S. systems for criticism. 

I would like to reiterate a commitment that many people have 
tried to obscure. The U.S. Government, this administration, the 
Congress, and the business community are proud of the U.S. contri- 
butions to the success of Intelsat. Support for Intelsat remains the 
cornerstone of our international telecommunications policy. It is in 
our national interest that Intelsat should remain a key element in 
expanding international global telecommunications satellite sys- 
tems. 

The debate over separate systems should not be seen as a refer- 
ence on Intelsat's future. The question that we have to ask our- 
selves is not whether to permit competition with Intelsat, but how 
to best preserve the features of Intelsat in a rapidly changing 
world. 

International communications services constitute an essential 
component of international trade today. Efficient and low-cost 
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international communication linljs are an essential element of 
international finance to facilitate the production and shipment of 
goods and to manage U.S. offshore operations of its own invest- 
ments. 

There have been some questions about the kinds of services these 
new companies would offer. All of the services options currently 
being discussed deal either with video distribution or fully inter- 
connected intracorporate networks operating from customer prem- 
ises. None of them would compete with public switched network 
traffic, which makes up more than 80 percent of Intelsat's reve- 
nues. 

But the individual services were not the basis upon which the 
senior interagency group made its recommendation to the Presi- 
dent to allow competition. That was based on the belief that compe- 
tition is the most efficient way of making the widest range of serv- 
ices available to customers at the lowest possible prices and should 
be permitted, given adequate safeguards for Intelsat's viability. 

Most of the services that the companies plan to offer involve 
combinations of satellite positioning, frequency of use, and custom- 
er convenience in innovative ways, Intelsat has the experience and 
aggressive leadership required to compete in open markets and has 
established systems and customers well acquainted with its quality 
of service and proven track record of meeting the service demands 
through forward planning and sound fiscal management. 

There has been some discussion of Intelsat's pricing flexibility. In 
the opinion of Intelsat's legal advice, the organization has a great 
deal of flexibility. The Board of Governors has significant flexibil- 
ity in determining the extent of cost recovery for each tjrpe of utili- 
zation and in defining the type of utilization for which different 
charges may be set, 

A type of utilization may be defined on the basis of a wide range 
of operational parameters, but not on the basis of who the users 
are or on a 3eograpWc basis. 

We continue our longstanding efforts to keep the members of 
Intelsat briefed on our actions. The Department of State launched 
a mc^or effort to meet bilaterally with our major allies to discuss 
communication issues, including the United Kingdom, the Federal 
Republic of Germany, the Netherlands, Canada, Mexico, Japan, 
and later this month with Italy and the Vatican. 

Representatives of the Department have met with their counter- 
parts in France, Spain, Brazil, Argentina, Chile, and most of the 
nations of the Caribbean. Separate satellite systems have been a 
prominent topic in all of these meetings. 

In addition, at a meeting of the ITU, the assembly of parties to 
Int^jlsat, we have worked strenuously to make our story known. In 
the formal sessions, we have put our views on record. Through our 
embassies, all Intelsat member countries have been provided copies 
of the determination, the letter to the FCC, a list of questions and 
answers, ^nd a letter explaining the issue in detail and the recent- 
ly published executive branch white paper. 

m Washington, the Department distributed the same material to 
all Intelsat member countries' embassies with a diplomatic note of- 
fering to brief interested representatives. 
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We expect that other governments will be ii, a position to have 
meaningful discubcions on separate systems, once the FCC has 
acted and when a specific proposal, including the identification of a 
foreign partner or partners, is presented. 

The vitality of Intelsat in the longer term will depend on its abil- 
ity to effectively and with economic efficiency serve a portion of 
the international communication market. Fiber optics may well 
offer very significant competition to Intelsat. It is necessary that 
Intelsat optimize its economic efficiency and take full advantage of 
its unique qualities to ensure its long-term viability. 

Tt a current potential competition from the U.S. applicants* sepa- 
rate systems has already stimulated Intelsat. It is important that 
the parties and the signatories of Intelsat give careful consider- 
ation to the future business of Intelsat. 

I have attempted to cover a few of the issues concerning separate 
systems, Mr. Chairman, and would be delighted at the appropriate 
time io respond to questions you may have. 

[Mr. Schneider's prepared statement follows:] 
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statement o£ 



William Schneider^ Ji:« 
Under Secretary of state for 
Security Assistance, Science and Technology 



Mr. Chairman, Ladies and Gentlemen: 

thank you for affording me an opportunity to present the views 
of the Executive Branch on the subject of communications 
satellite systems separate from INTELSAT. 

There haa been a great deal of confusion about the nature, 
timing and purpose of the Presidential Determination. I hope 
to be able to further clarify some of it here today. 

Since 1983, Orion Satellite Corporation, International 
Satellite, Inc., Cygnus Corporation and RCA American 
Communications have had applications pending before the FCC to 
provide trans^Atlantic satellite communications services. In 
addition. Pan American Satellite Corporation has proposed to 
establish a system which would serve Latin America. 

Under the terms of the Communications Satellite Act of 1962, 
such additional communications satellite systems separate from 
INTELSAT, could be established if the President determined they 
were required in the national interest. 

The Senior Interagency Group on International Communication and 
Information Policy reviewed U»S. International satellite policy 
to determine whether, and under what conditions, authorizing 
satellite systems and services In addition to INTELSAT would 
be: (a) consistent with prevailing U.S. law, practice, and 
international treaty obligations; (b) In the U.S. national 
interest; and, (c) compatible with sound foreign policy and 
telecommunications policy goals. 

After a thorough study of the issue, the Secretaries of State 
and Commerce, on behalf of the 13 other members of the SIG, 
submitted the Executive Branch recommendation to the 
President. On November 28, 1984, the President issued a 
Determination that separate systems are in the national 
interest . 

Despite the finding that the systems are "required in the 
national interest,** the Determination is not, in and of itself, 
an authorization for any particular applicant to conatruct 
facilities or offer services. It is the role of the FCC to 
give such authorization. It must determine whether the 
services proposed by the individual app Ilea t ion s are in the 
public interest, convenience and necessity. 
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CONDITIONS FOR COMPETITION 

Mindful of U.S. obligations under the INTELSAT Agreement, and 
in keeping with our desire to preserve INTELSAT'S vitality, the 
Preaident inatructed the Secretariea of State and Commerce to 
advise the FCC of criteria that would be necessary to assure 
that the U.S. would continue to meet its obligationa. Those 
criteria were contained in a Joint State-Commerce letter to the 
FCC, There are two conditions: 

1) each aystem ia to be restricted to providing aervices 
through the aale or long--term lease of transponders or apace 
segcent capacity for communications not interconnected with 
public-switched mes sage networks (except for emergency 
reatoration service); and 

2) one or more foreign authorities are to authorize use of each 
ayatem and enter into consultation procedures with the United 
States Party under Article XIV (d) of the INTELSAT Agreement to 
enaure technical compatibility and to avoid aignificant 
economic harm. 

The Executive Branch criteria are safeguards designed to limit 
the economic impact of any new American systems on INTELSAT. 
We are the only country that has placed such strict 
reatrictions on its own syatems to protect INTELSAT. Members 
of other international satellite systems have not taken stepa 
to limit competition with INTELSAT as regarda the highly 
important public switched message networks. The INTELSAT Board 
of Governors and Assembly of Parties have approved these other 
separate aystems, and yet now these bodies have singled out the 
propoaed U.S. syatems for criticism. 

Wg perceive a double atandard being applied. If new separate 
systems, American or otherwise, cause significant economic harm 
to INTELSAT they ahould not be authorized. These systems 
should ahould not be prejudged by their nationality or the 
market they intend to aerve. Based on specific proposals, and 
taking Into accoun'. the advice of Che Board of Governors, the 
Assembly of Partiea shall expresa its findings in the form of 
recommendations. The United States Government will carefully 
conaidcr all recommendations and will proceed with systems it 
deems consistent with its obligationa to INTELSAT. 

The iasuc now is before the FCC for its action on the 
applications. If the FCC grants initial, approval, the 
applicanta may seek markets for their services. If they are 
successful and receive approval for operationa from another 
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country, we will then Join with that country (or countries) in 
consulting with IHTELSAT under the terns of the Agreement. 
We believe that we have charted a course that will allow the 
evolution, '*in conjunction and in cooperation with other 
countries, as expeditiously as practicable [of] a commercial 
communications satellite system, as part of an improved global 
communications network, which will be responsive to public 
needs and national objectives, which will serve the 
communications needs of the United States and other countries.** 

That language is taken from the Declaration of Policy and 
Purpose of the Communications Communications Act of 1962. 

U.S. COMMITTMENT TO INTELSAT 

Before commenting on a few current issues concerning separate 
systems, I would like to reiterate a committment that many 
people have tried to obscure: the United States Government, 
this Adminiatration, the Congress, and all the buslnesspeople I 
have talked to, are proud of the U.S. contribution to the 
success of INTELSAT. Support for INTELSAT remains the 
cornerstone of our international telecommunications policy. It 
is in our national interest that INTELSAT should remain a key 
element in an expanding International global telecommunications 
satellite system. 

WHY SEPARATE SYSTEMS ? 

The debate over separate systems should not be seen as a 
referendum on INTELSAT'S future. The question we have to ask 
ourselves is not whether to permit competition with INTELSAT, 
but how to preserve the best features of INTELSAT in a rapidly 
changing world. International communications services 
constitute an es3ential component of international trade 
today. Efficient and low-cost international communications 
links are an essential element of international finance, to 
facilitate the production and shipment of goods, and to manage 
U.S. off-shore operations, assets, and investments. Good 
communications facilities are also critical to the continued 
development of U.S. trade in services, which exceeded fcAO 
billion in 1982. 

In a recent article in the Washington Post , Mr. Markey cited 
some Interesting figures. Currently, he said, it costs a 
minimum of more than ^2,700 an hour to transmit television 
programming from New York to London using the facilities of 
AT&T, Comsat, INTELSAT and Sritish Telecom. In the United 
States such service can be provided over a comparable distance 
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for k790. Similarly, the least costly international private 
line service between New York and London now sells for about 
$3,700 a month, while comparable service between New York and 
Los Angeles on a domestic satellite cost as little as ^1,150 a 
month. 

Those large price differentials translate directly into reduced 
competitiveness for American companies. The question is not 
whether INTELSAT has been successful in bringing down costs 
over time, but whether for certain situations employing 
customized services, private companies could not do even 
better. Competition has served this nation well. We believe 
that private companies should be given a chance in this 
instance as well. 



There has been some question about the kind of services these 
new companies would offer. All of the service options being 
talked about deal with cither video distribution or fully 
interconnected, intracorporate networks operating from customer 
premises. None of them would compete with the public-switched 
network traffic that makes up more than QOX of INTELSAT'S 
revenues. But the individual tervices were not the basis on 
which the SIG made its recommendation to sllow competition. 
That was based on the belief that competition is the most 
efficient way of making the widest range of services available 
to consumers at the lowest possible prices, and should be 
permitted, given adequate safeguards for INTELSAT'S viability. 
Most of the services that these companies plan to offer involve 
combinations of satellite positioning, frequency use and 
customer convenience in innovative ways. 

One example is, small, customer-premises antennas linked to a 
single satellite covering the entire continental United States 
and Western Europe, thereby eliminating terrestrial and 
sometimes domestic satellite links that add to the cost and 
decrease reliability. One company plans to offer 
intra-corporate data links much like the INTELSAT Business 
Service. It will provide the same basic service in a new 
format and, in some cases, more directly and, they claim, at 
reduced cost. In many places INTELSAT services are only 
available over 30 meter C-band earth stations and terrestrial 
links. ISI claims, for example, that none of the satellite 
deployment plans approved by the INTELSAT Board of Governors 
would provide city center service to such major American cities 
as Houston, Miami, New Orleans, Seattle. 
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REGIONAL AND SPECIALIZED SEPARATE SYSTEMS 

INTELSAT is certtinly the premier interna tional commercial 
conmunications satellite system, but its members have shovn 
that they do not believe it should be the only one. 
International systems already abound and more are 
contemplated* Eutelaat continues to grov; Palapa, originally 
conceived as a national sysnem, now serves Indonesia and its 
neighbors ; Arabs at is abou t to become a reality; the Andean 
nations are exploring the possibility of launching a system of 
their own, as ia the Pan African Telecommunications 
Organization* Even Papua New Guinea haa a system on the 
drawing boards which, to be economically viable, will have to 
be converted into an international system, competing with 
INTELSAT, to survive* The owners of theae competing syatems 
are all INTELSAT members* 

When new services are suggested that c.^n be met within the 
existing or planned equipment in the INTELSAT system, INTELSAT 
has a significant competitive advantage* Where new services 
are not part or wholly outside the current capability of 
INTELSAT, INTELSAT may wish to invest its resources in 
expanding its capability to offer these new services and 
thereby compete with others* Or INTELSAT may choose not to 
make such investment and maintain the focus of ita effort.8 on 
its existing services. But it is important that such new 
services be permitted to be tested under open market 
conditions. Expanding markets through the efforts of 
entrepreneurs is one o£ the principal characteristics of growth 
in the American economy and its benefits to the advancement of 
international communications should be fully utilized* While 
the current international communicationa market is expanding at 
a significant rate, it is clear that new entrants offering new 
services and competing servicea will further increase the 
growth rate of this market* 

INTELSAT has the experience and the aggressive leadership 
required to compete in open markets* It has the added 
advantage of established systems and customers who arc well 
acquainted with its quality service and its proven track record 
of meeting new service demands through forward planning and 
sound fiscal management* 

COMPETITION BEYOND SEPARATE SYSTEMS 

It can be argued that the traffic diverted from INTELSAT by 

these existing international systems is minor. But that is not 

the point* The heart of the matter is that for one reason or 
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another nttions have found it necessary to set up tatellite 
systeas outside of INTELSAT. Every system is a harbinger of 
the future that we aust not ignore* The times are changing, 
and what worked well yesterday will not necessarily serve us as 
well tooorrow* 

Because we recognize our obligation to the INTELSAT system we 
have imposed strict conditions on conpeting satellite systems* 
But these conditions will not protect INTELSxVT forever* The 
oieoibers of INTELSAT need to develop a strategy that will allow 
the organization to continue to be a vital link in the global 
telecommunications system* 

However, time for such consideration is growing short. The 
first trans-Atlantic fiber optic cable will become operational 
in 1988. Trans-Pacific cables will soon follow* Another 
private trans-Atlantic fiber optic cable, with enormous 
capacity, has already received tentative approval from the 
FCC* An application for another private system is under 
consideration* 

The wide band-width and high capacity of fiber optics systems 
make them ideal for the transmission of data and video, two of 
the most likely areas of future growth * In short, they are 
attractive alternatives to satellite systems* Moreover, fiber 
optics will allow international communications to grow 
tremendously without further congesting the frequencies already 
used for satellite and radio communications* 

Beyond the existing separate systems and fiber optic cables, no 
one really knows where further competition will come from* The 
ability of any single provider of services to predict what the 
market will look like even two or three years hence has not 
been very good* The most practical answer is ''o permit the 
open market place to test new technologies and services* 
Through competition the customer selects his needed services at 
affordable prices* 

PRICING FLEXIBILITY 

INTELSAT'S ability to compete must be evaluated on criteria 
that go far beyond simply pricing flexibility in its narrow 
meaning* Additional criteria include: prodict differentiation, 
quality of service, track record and expert se, accumulated 
"good will,- support facilities, market position and strength, 
and economies of scale or ^ope* On all of these points 
INTELSAT is a formidable competitor* 
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Even on the narrow issue of pricing flexibility, IHTELSAT 
appers to have a good deal of leeway. 

Article VII of the INTELSAT Operating Agreeaent requires that 
space segsent utilization charges **shall have the objective of 
covering the operating, maintenance and administrative costs of 
INTELSAT, the provision of such operating funds as the Board of 
Governors may determine to be necessary, the amortization of 
investment made by Signatories in INTELSAT and compensation for 
use of the capital of Signatories." 

Article V(d) of the Agreement states that ** • • . The rates of 
space segment utilization charge for each type of utilization 
shall be the same for all applicants for apace segment capacity 
for that type of utilization* ** This provides the guiding 
principle for establishing charges based on utilization* It 
meana, esaentially, that once a particular service has been 
defined on the basis of operational parameters, prices charged 
for that service will be the same for all users served. Thus 
thin*route customers pay the same for a specific INTELSAT 
service na customers on heavily-used routes* 

In essence then, there are two baaic requirements regarding 
INTELSAT'S charging practices* First, the same price shall be 
charged for the same type of space segment utilization, and. 
second, prices charged (and reveaues generated) must cover 
costa and an appropriate return on capital* 

In the opinion of INTELSAT*s Legal Advisor, the organization 
has a great deal of flexibility* In a memorandum entitled 
'*De termination of INTELSAT Space Segment Utilization Chargea,** 
he stated that '*in establishing utilization charges, the Board 
of Governors has significant flexibility in determining the 
ext .nt of coat recovery for each type of utilization and in 
defining types of utilization for which different charges may 
be set. A type of utilization may be defined on the basis of a 
wide range of operational parameters, (including technical 
elements, roltt of the satellite to be used, the degree of 
protection given, etc*), but not on the basis of who the uaera 
are, i.e., on an individual link basis or on a geographic 
basis*** We concur with this conclusion. 

LEAKAGE INTO THE PUBLIC-SWITCHED NETWORKS 

One complaint against the Determination is that it depends for 
its success on a rcatriction — no connection to the 
public-'Switched networka — that is inherently unenforceable. 
We don't accept that aaaertion. While it is certainly possible 
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that some leakage into the networks oay occur, experience with 
the federal government's FTS system and other WATTS services 
indicate that the amount will not be significant. Neither the 
Determination, nor most of the laws of the United States are 
based on the assumption that pepolf are inherently dishonest, 
but rather on voluntary com{>liancc. Widespread cheating is, in 
our view, neither probable nc r Inherently undetectable. To 
give up the advantages of com^-etition on the off chance that 
someone might cheat would not, in my view, be either prudent or 
productive. 

INFORMING INTELSAT MEMBERS 

We continue our long-standing efforts to keep the oembers of 
INTELSAT briefed on our actions. 

Long before the Presidential Determination was announced, the 
Department of State launched a major effort to meet bilaterally 
with our major allies to discuss communications issues . Under 
the leadership of the Coordinator for International 
Communication and Information Policy, such sessions have been 
held with the United Kingdom, the Federal Republic of Gernany, 
the Netherlands, Canada, Mexico and Japan. Additional meetings 
are scheduled later this month with Italy, the Vatican and, 
again, with the UK. Separate satellite systems have been a 
prominent topic in all of those meetings. In addition 
representatives of the the Department of State have met 
individually with representatives of many other countries 
including France, Spain, Brazil, Argentina, Chile, and most of 
the nations of the Caribbean. In every case we havo carefully 
explained current U.S. actions on this issue, reiterated our 
continuing support fo; INTELSAT, and answered innumerable 
questions . 

In addition, at meetings of th^ ITU and at the Assembly of 
Parties of INTELSAT, we have worked strenuously to make our 
story known. In formal sessions v*e have put our views on the 
record • 

Once the Presidential Determination was signed last November 
our embassies in all INTELSAT member countries were provided 
with copies of the Determination, the letter to the FCC, a list 
of questions and answers to be used with host country 
officials, and a draft letter to be sent by our Ambassadors to 
appropriate officials explainiug the issue in detail. Embassy 
officers were instructed to make our views knovn, not only to 
PPTs, but to ministries of foreign affairs, trade and 
economics. USIA has distributed material about the decision to 
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public affairs officeri around the world with instructions to 
discuss the issues at every appropriate opportunity with host 
country officials. Here in Washington, the Department of State 
distributed copies of the Determination, the letter to the FCC, 
and the list of questions and answers, to all INTELSAT member 
country embassies with a diplomatic note offering to brief 
Interested representatives. 

However, we are not in a position to undertake extensive 
detailed discussions with other governments until the FCC 
completes its action and we have a specific proposal, including 
the identification of a foreign partner, to dist The 
United States decision process is a very open mattx^t and 
although the Presidential Determiisation is known, it is not 
reasonable to expect that other sovernerants will be in a 
position to have meaningful dicsussions on separate systems 
until the FCC has acted and a specific proposal is presented 
which meots the Executive Branch criteria and any FCC 
requirements. 

The vitality of INTELSAT in the longer term will depend upon 
its ability to, effectively and with economic efficiency serve a 
portion of the international communication market. Fiber 
optics may well offer very significant competition to 
INTELSAT. It is necessary that INTELSAT optimize its economic 
efficiency and take full advantage of its unique qualities to 
ensure its long term vitality. The current potentijl 
competition from the United States applicants for separate 
systems has already stimulated INTELSAT. It is important that 
the Parties and Signatories of INTELSAT give careful 
consideration to the future business of INTELSAT. 

I have attempted to cover some of the current issues concerning 
separate systems. I would be happy to respond to questions you 
might have. 

Thank you. 
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Mr. WiRTH. Thank you very much, Mr. Schneider. 
Mr. Markey. 

STATEMENT OF DAVID J. MARKEY 
Mr. Markey. Thank you, Mr. Chairman. 

Since Secretary Baldrige and I testified before this subcommittee 
last July, there have been new events, as you've heard. Both Presi- 
dent Reagan has acted on the joint recommendations submitted by 
Commerce and State, and the FCC has begun a formal rulemaking 
proceeding. . r^u- 

I would like to focus primarily on the affirmative side of this con- 
troversy and to review some of the reasons why we in the adminis- 
tration think that having U.S. satellite systems, using American 
technology to serve American users, is a good idea. 

To compete effectively in today's world economy, American in- 
dustry has to continue to improve its efficiency and output. One of 
the ways in which many of our leading corporations are trying to 
accomplish these goals is by harnessing the new computer and 
communications technologies. . 

General Motors, for example, is developing sophisticated intra- 
corporate networks which will link product design, manufacturing, 
distribution, and retail operations. Other companies, including GE, 
IBM, and AT&T, have reportedly started similar programs. 

The kind of customized intracorporate networks which the new 
satellite systems are proposing to offer could make a significant 
contribution to this overall process. They could also help strength- 
en and expand our international services trade. 

This services sector today accounts for more than 68 percent of 
the total gross national product, and the money we earn from 
international trade, services, and investments amounted to almost 
40 percent of our total export income in 1983. Included are interna- 
tional banking and finance, data processing, services like account- 
ing and engineering, and communications. Also included would be 
the $1.03 biir ;n the United States earned from marketing TV pro- 
grams abroad last year. Recent estimates indicate we had a serv- 
ices trade surplus in 1984 of about $17.6 billion. 

Virtually ^1 of the companies marketing services ovei^as are 
heavily dependent on communications. Since communications rep- 
resents a significant part of the overall costs, any reductions we 
can achieve in international communications prices through com- 
petition should have a very positive effect. 

The administration's satellite policy strikes a reasonable balance 
between the need to maintain a very strong Intelsat and the need 
to make sure that American users have a broader range of choices 
available when it comes to satisfying their international communi- 
cations needs 

Under the President's determination, a separate satellite system 
will be limited to providing services that are not connected with 
the conventional switched networks. This will safeguard Intelsat 
from any significant economic harm. 

Second, it will tend to focus the new entrants on serving emerg- 
ing business needs instead of simply duplicating Intelsat's current 
conventional service offerings. 
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We start from the basic assumptions that private initiatives and 
competition should be the norm; monopoly and protection, the ex- 
ception. 

The United States id obviously committed to maintaining Intelsat 
as a strong and effective international organization. We believe, 
however, tiiat the need to preserve Intelsat as a strong organiza- 
tion and the need to provide American users with access to the effi- 
ciencies that new technology offers can be accommodated. 

The subcommittee should also bear in mind that allowing new 
entry was only one part of the overall administration program. We 
also examined the issues of Intelsat's pricing flexibility and broad- 
ening the range of customers with which Intelsat can deed. 

We have petitioned the FCC to change its rules to allow for what 
we call competitive access by carriers and users to Intelsat, and the 
FCC has recently asked for public comments on our recommenda- 
tions. 

In conclusion, Mr. Chairman, I would like to thank you and 
other members of the subcommittee for the assistance and support 
that you have provided us in developing our satellite policy. There 
are FCC regulatory proceedmgs and consultation with Intelsat yet 
to come; however, we believe that the administration's overall pro- 
gram is sound, and we are optimistic that in the next few years 
this program will start to pay public dividends. 

Thank you. 

[The prepared statement of the Honorable David J. Markey fol- 
lows:] 
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statement of 



David J. Markey 



Assis 



istant secretary for Communications and Information 



U. S. Department of commerce 



Mr. Chairman and Members of the Subcommittee; 

Thank you for this chance to briefly review the Reagan 
Administration's international conmunic«tions satellite 
policies. 



Since Secretary Baldrige and I testified before the 
Subcommittee last Julyr there have been several major 
developments. Last Novembec Pcesident Reagan acted on the joint 
ce nmendationa submitted by the Commerce and State Departments, 
and he determined that new American international satellite 
systems are "required in the national interest" undec the terms 
of the 1962 .Communications Satellite Act.^ Subsequently, the 
Federal Communications Commission (FCC) began a formal culemaking 
on the regulatory issues raised by the five separate system 
applications that have been filed. In February of this year, 
moceovec, the Senioc Xntecagency Gcoup on Intccnatlonal Communi- 
cation and Infocmation Policy (SIG) that X co-chair published its 
own "wMte Papoc" discussing the background and seasons for the 
Pcesident*& determination. We hope the White Papec will persuade 
readers that we reached sound conclusions , and also help to 
expedite the FCC*8 proceedings. 



1/ Presidential Determination No. 85-2 of November 28, 1984, 
49 Federal Register 46937 (Nov. 30, 1984). 



Developments Since July 1984 
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Focusing on Benefits 



He. Chairman, I expect many Subcommittee Members already 
have some Caniliarity with the issues which have been raised, 
IKTBLSAT has been presenting its arguments against the proposed 
new American systems and trying to explain wny it should continue 
to have a global satellite monopoly. The individual system 
applicants have also been active presenting their side of the 
issues. 

I would be pleased to answer any questions the Subcommittee 
might have regarding the Administration's policies and to address 
INTELSAT'S arguments as well. Today, however, I would like to 
focus primarily on the affirmative side of this controversy and 
to review some of the reasons why we in the Administration think 
that having new U.S. satellite systems using American technology 
to serve American users is a good idea. 



Communications and aerospace are two of the "sunrise" 
industries in which America remains a leader, and these "high- 
tech" sectors are particularly important since they contribute 
toward making U.S. industry more productive and competitive. 
These industries also provide much of the infrastructure that Is 
needed to expand promising parts of our export econony, such as 
the services sector. 



Promoting Industry Productivity 
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To compete effectively in today's world economy, American 
industry has to continue to improve its efficiency and output. 
One of the w*ys in which many of our leading corporations are 
trying to accomplish these goals is by harnessing the new 
computer and comnunications technologies. General Motors, for 
example, is developing sophisticated intracorporate networks 
which will link product design, manufacturing, distribution, and 
retail operations. Other companies including G£, IBM, and AT&T 
reportedly have similar programs underway. 

Computers and communications obviously can be the source of 
great efficiencies. xf our companies are given the chance to 
capitalize on these technologies, we should be in a better posl* 
tion to compete more effectively both at home and abroad. 

Fostering Trade in Services 
The kind of customized, intracorporate networks which the 
new satellite systems are proposing to offer could make a 
significant contribution to this overall process. But these 
proposed American satellite systems are also important because 
thG> could help strengthen and expand our international services 
trade. 

The services sector today accounts for more than 68 percent 
of our total Gross National Product, and the money we earned from 
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International trade in. services and investments amounted to 
almost 40 percent of our total export income in 1983. -'^ 

Included in our services accounts are export activities such 
as international banking and finance, data processing, 
professional services like accounting and engineering, and 
communications. Also included would be the $1.03 billion the 
United States earned marketing TV programs abroad last year. 

Unlike the situation in many other areas, the most recent 
estimates made by the Commerce Department's Bureau of Economic 
Analysis indicate that we had a services trade surplus in 1984 of 
about $17.6 billion. This was down significantly, however, from 
1983»s $28.1 billion surplus, and 1984 was the third consecutive 
year that this surplus declined. 

Virtually all of the companies marketing services overseas 
are heavily dependent on communications. Since communications 
represents a significant part of their overall costs, any reduc- 
tions we can achieve in international communications prices 
through competition should have a positive effect. such 
reductions should make our companies more competitive, help them 

2/ 1985 U.S. Industrial Outlook at pp. 39, 43. 

3/ MPAA estimate, February 1985. 

4/ BEA, Survey of Current Business (1985). 
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expand their business, and ultimately provide for more and better 
American jobs. 



The Administration's satellite policy strikes a reasonable 
balance between the need to maintain a strong INTELSAT and the 
need to make sure American users have a broader range of choices 
available when it comes to satisfying their international 
communications needs. 

Under the President's determination, the separate satellite 
systems will be limited to providing services that are not 
connected with the conventional switched network. This 
limitation will have two main effects. First, it will safeguard 
INI. ^w.tr from any significant economic harm, since by far tbe 
bulk of INTELSAT'S traffic and revenue stream will be "off- 
limits'* to the new entrants. Second, however, it will tend to 
focus the new entrants on serving emerging business needs instead 
of simply duplicatin9 INTELSAT' s current conventional service 
offerings. 



This Administration obviously has a strong view in favor of 
permitting private initiative and competition to go forward. We 
start from the basic assumption that private initiatives and 
competition should be the norm, and monopoly and protection the 
exception. 



Striking a Reasonable Balance 



Encouraging Initiative and Competition 
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In this situation, we think that those who are in favor of 
perpetuating an INTELSAT monopoly ovec transatlantic satellite 
services bear a heavy burden of proof. The United States is 
obviously committed to maintaining INTELSAT as a strong and 
effective international organization. We do not want to do 
anything that would jeopardize its economic well-being. Our 
economic analysis, however, indicates there will be very little, 
if any, adverse effect on INTELSAT. 

We believe, in short, that the need to preserve INTELSAT as 
a strong organization, and the need to provide American users 
with access to the efficiencies new technology offers, can be 
' accommodated. 



The Subcommittee should also bear in mind that allowing new 
entry was only one part of the overall Administration program. 
We also examined the issues of INTELSAT'S pricing flexibility 
and broadening the range of customers with which INTELSAT can 
deal. 

The State Department* s review of the 1973 INTELSAT Agreement 
concluded that INTELSAT now enjoys considerable flexibility and 
can compete with the new entrants on the basis of price. Such 
price competition is desirable as a matter of telecommunications 
policy since it should benefit users while giving the firms in 
the market an incentive to be efficient. 



Helping INTELSAT Compete 





136 



The issue of expanded access to INTELSAT is also an 
important part o£ the Administration's overall program. Comsat 
currently is the only U.S. firm permitted to deal directly with 
INTELSAT and to invest in the INTELSAT space segment. We believe 
other carriers and users should have the option of dealing with 
and investing in INTELSAT in the case o£ customized services. 

We have petitioned the FCC to change its rules to allow for 
competitive access by carriers and users to INTELSAT, and the FCC 
recently asked for public comments on our recommendations. We 
believe competitive access, like pricing flexibility, will go far 
toward establishing a "level playing field" in the customized 
services area and thus make full and fair competition more 
possible. 



In conclusion, Mr. Chairman, I would like to thank you and 
other Memoers of the Subcommittee for the assistance and support 
you have provided us in developing our satellite policy 
recommendations . 

Obviously, the process here is just beginning. There are 
FCC regulatory proceedings and consultation with INTELSAT yet to 
come. We believe, however, that the Administration's overall 
program is sound, and we are optimistic that in the next few 
years, this program will start to pay public dividends. 



Conclusion 
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Mr. WiRTH. Thank you, Mr. Markey. All three of you, we appre- 
ciate your staying within the timeframe. 

The Chair will now recognize the members in the order of their 
appearance. We now have nine members who have come. We ask 
members also to stay within that 5-minute,period of time. 

Recognizing members in the order of their appearance, Mr, 
Swift. 

Mr. Swift. Thank you veiy much, Mr. Chairman. 

The executive branch in its white paper states that U.S. foreijgn 
policy and international communications and information policy 
requires continued strong international commitment, and the 
white paper says that unrestricted entry could undermine the in- 
tegrity of this international enterprise, which would be inconsist- 
ent with U.S. national interest. And I assume you all agree vnih 
that. 

The administration proposes to preserve the integrity of Intelsat 
and limit adverse impact by restricting the additional systems to 

Sroviding services through the sale or long-tenn lease of transpon- 
ers or space segment capacity for communications, but not inter- 
connecting with public networks. That is kind of the key, as I im- 
derstand it. 

How do you prevent private line traffic sent from one location to 
another from leaking into the public telephone networks of either 
the United States or forei^ countries? 

How is that done technically, and how is it done in terms of po- 
licing it? 

Mr. Markey. Let me start. 

First of all, I don't think that we have said in our document that 
you can totally prevent it. As far as I know, there is no technical 
means to totally prevent that kind of traffic, some of the traffic 
from leaving the public switched network and every nov/ and then 
appearing in the mtracorporate systems that we are talking about 
here. 

Like with most things that the Federal Communications Commis- 
sion does, or any other Federal agency, you expect that people will 
obey the law. You woidd have restrictions here that I understand 
woiild be included in the license that would be provided to these 
applicants. As I understand it, anyone who would apply for a satel- 
lite dish, an Earth station, would have to get a license to use it in 
international trade and international traffic. 

Mr. Swift. If I hear you correctly, you essentially hope they will 
just live up to the provisions of the license. 

Mr. Markey. Not lust hoping. I think there are restrictions that 
the FCC enforces. They have enforced them in a number of other 
cases where people were not able to use certain services because of 
license restrictions. 

In addition, let me mention one other thing, if you don't mind. 

Mr. Swift. Certainly. 

Mr. Markey. There is something called software partitioning, 
which means that you can program your software in such a way 
that it will prevent interconnection with the switched network. 
Now that is still in the process, I understand, of being tqtallv devel- 
oped. But I also understand that it is pretty much available to be 
used in certain cases. 
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There are ways that we can urge people to ijse new technologies 
to make it if not certain, at least make it very difficult to violate 
these restrictions. 

Mr. Swift. In July of 1988, when Congress was considering legis- 
lation to elimuiate or limit the proposed FCC access charge plan, 
Chairman Fowler told our committee that bypass is difficult to 
detect, and enforcing the limitation on bypass, "would certainly 
present some very grave enforcement problems.'* 

The Chairman's submitted statement stated the following: 

In many cases, it is very difficult to identify when bypassing is actually occurring. 
It could cost the Government substantial sums of money to investigate possible vio- 
lations and to acUudicate the imposition of fines. 

Now what has happened technically between July of 1988 and 
today is to suggest fliat detecting bypass, which this would be, is 
any easier or any less expensive to enforce than it was then? 

Mr. Markey. Well, I don't think Fve said it's going to be easy. 
But I think if you look at the kinds of people that we're talking 
about that have been using these new systems, it would be a very 
visible thing if a lot of traffic were to move off of the public- 
switched network and onto these new systems. People like AT&T 
and other long-distance carriers, international carriers, are going 
to have a great interest in making sure that that does not happen, 
because that would be their traffic. 

Another thing that we have involved here, that we did not have 
involved in that instance, is that we are dealing with other coun- 
tries, particularly European countries, who, I understand, make a 
very concerted effort to oversee how you are using your network. 
In most cases, they own all of the equipment, and you only lease it. 
I think that also tends to make this a little bit different from the 
bypass situation. 

Mr. Swift. Mr. Chairman, I recognize my time is up. I got 
through about one-third of that particular line of questioning. I 
have about nine other lines of questioning. So I will be back. 

Mr. WiRTH. Mr. Rinaldo. 

Mr. Rinaldo. Thank you, Mr. Chairman. 

Chairman Fowler, the FCC has asked for public comments on the 
question of whether new licenses should be granted, and if so, the 
terms and the conditions under which the licenses should be grant- 
ed. 

Those public comments, I understand, are being filed right now, 
and that process will be completed within a few weeks; is that cor- 
rect. 

Mr. Fowler. The comments were filed as of April 1, sir, and 
reply comments must be tiled no later than June 5. It is about a 4- 
month comment cycle. 

Mr. Rinaldo. If I understand it correctly, then it is the FCC's in- 
tention to make a decision on whether to grant licenses based on 
these public comments; is that correct? 

Mr. JFowler. The first thing we would have to do, Mr. Rinaldo, is 
to digest the record. The staff will come up with recommendations 
on the policy questions that you referred to, and others, and there 
would be an order issued. After that order is issued, then the Com- 
mission, based upon the policy determinations made in that order, 
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would then judge each of the individual applications in determin- 
ing whether or not they ought to be granted, as well as other mat- 
ters which deal with certain technical rules we have that each ap- 
plicant must comply with, quite aside from the policy question. 

Mr. RiNALDo. Then the answer to my question is basically yes. 

Mr. Fowler. That's correct, sir. 

Mr. RiNALDO. Asyou know, some parties have criticized the pro- 
cedure that the FOC is following in this case. Specifically, these 
I)arties believe <|^t the FCC should announce the terms and condi- 
tions under which it proposes to grant licenses, and then seek 
public comment on those specific proposed terms and conditions, 
rather than pursumg the more open-ended approach that the FCC 
has embarked upon— that is, askmg for public comments on the de- 
sirability of approving licenses. 

Let me begm bv asking you, are you familiar with that criticism? 

Mr. Fowler. I have heard that, yes, among others. 
^ Mr. RiNALDO. Do you believe that the specific criticism I men- 
tioned is a well-|ustified position, and if not, why not? 

Mr. Fowler, i think, Mr. Rinaldo, the way we are proceeding is 
exactly the way to go. We have a very open process, first of all. We 
have a very lon^ pleading pycle, so that anyone who wants to be 
heard can and will be heard. We have asked a number of questions, 
both very general policy questions, as well as technical questions 
on design to trv to make a public interest determination as to 
whether these kinds of alternative competitive satellite systems 
ought to be authorized. 

Once we have made policy determinations, after public comment 
and deliberation by the Commission, I think we will be in a very 
good position, then, to then grant each of these applications. 

Anyone who has any problems with any of these applications has 
had an opportunity already to have filed a petition against the spe- 
cific application, some of which were filed as long as 2 years ago. 
And there was a voluminous number of pleadings filed at that time 
as to specific applications. And then there were comments filed by 
the applicants m opposition, and then reply comments by the peti- 
tioners. 

And at that time, indeed, the Commission could have legally, as 
well as, I think, from a policy standpoint, made policy calls and 
granted licenses as a legal matter. 

But we have gone much further, in response to congressional 
concerns. We have gone out with the omnibus notice of inquiry to 
ask these questions, in some respects again, to ask new questions, 
and specifically to get comments on the executive branch determi- 
nation. 

Once we have done all that, I think we will have done a very 
thorough and comprehensive job of ventilating all of the issues 
and we will be in an ideal position and exactly where we should be 
in determining whether or not we grant a specific application. 

Mr. RiNALDO. As long as you «ae talking about ventilating the 
issues, let me ventilate one that I am aware of. 

Intelsat argues that the competitive applicants are cream-skim- 
ming, in effect, the most lucrative lines of business. 

Now would you comment on that and how approval would affect 
thevitality of Intelsat? 
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Mr. Fowler. I would not like to make comments that would 
appear that I am prejudging. I would only observe, Mr. Rinaldo, 
that many of the services that are proposed to be offered by some 
of these applicants are not now, and have never been, offered by 
Intelsat. Therefore, the charge of cream-skimming falls by the way- 
side of its own weight. 

Mr. Rinaldo. You mentioned— and we know these applications 
have been pending for about 2 years— your decision will be— you 
will be through the decisionmaking process in 3 or 4 months; is 
that correct? 

Mr. Fowler. We will have the reply comments in June, and I be- 
lieve we will have a decision sometime in the latter part of 1985. 

Once that is done, we have to then grant or reject each of the 
individual applications. If one is granted, they are given a construc- 
tion ^wrmit only, and then the Department of State comes in and 
initiates a consultation process under 14(d) of the Intelsat agree- 
ment^ along with a foreign entity. We think that process will take 
a minimum of a year to 18 months, and it could then take even 
longer for an applicant, once granted and having jumped through 
all of the hoops, to be able to order the hardware and actually 
launch and become operational. 

We are looking, it seems to me, at a very long time frame. 

Mr. Rinaldo. I realize my time is up. Thank you, Mr. Chairman. 

Mr. WiRTH. Mr. Bryant. 

Mr. Bryant. Chairman Fowler, it strikes me that the limitation 
on customized services presents problems which are analogous to 
the problems of detecting a bypass in the domestic context. 

In July of 1988 when Congress was considering legislation to 
eliminate or limit the proposed FCC access charge plan, you told a 
joint hearing of the Senate Commerce Committee and the House 
Energy and Commerce Conrjtnittee that bypass is very difficult to 
detect, and that enforcing the limitation on bypass would certainly 
present some very grave enforcement problems. I am quoting you 
now. 

Your submitted statement stated the following: 

In many cases, it is very difllcult to identify when bypassing is actually occurring. 
It could cost the Government substantial sums of money to investigate a possible 
violation and to adyudicate the imposition of fines. 

My question is. Has anything happened technically between July 
1983 and March of 1985 to suggest that detecting bypass is any 
easier, and has an3^hing happened to make enforcement of bypass 
any less expensive? 

Mr. Fowler. The first thing is, the volumes of people we're talk- 
ing about in each case is different. In domestic bypass, it would be 
any business entity that wanted to employ a bypass for its own 
purposes and not use the public switched network. 

Here we're talking about a limited number of players. That is, 
these applicants who have filed applications with the Commission 
and enforcement relating to this very small number, whereas in 
the domestic situation, we are talking about literally thousands or 
perhaps hundreds of thousanJd, so that the numbers are quite dif- 
ferent in terms of enforcement. 
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The second thing is that if one of these applicants were to begin 
u) try to engage in a massive interconnection effort, it would have 
to necessarily mount a large-scale advertising campai^ for it to be 
successful. And that means, therefore, it could be easily detected— 
anything that is of any significance. 

Now i hasten to say, Mr. Bryant, that there is no rule, at least as 
far as we know right now, that is 100 percent enforceable. But any 
significant effort to divert switched traffic through the systems 
would be necessarily publr., because they could not succeed unless 
they advertised. 

I know that Intelsat itself has an IBS [International Business 
Systems], service which it offers, which has the same condition— 
that is, that the users may not use the IBS service to interconnect 
into the public switched network, and the director general has 
been quoted as saying that that self-enforcement policy can be very 
efficacious indeed. 

So it is the same condition for the same purpose now used by 
Intelsat as to its IBS service. 

And last, there are some new technical measures, I understand, 
that may be in the offing. Mr. Markey mentioned what I called the 
neutered PBS software which would make it difficult, if not imi>os- 
sible, to interconnect, and there are other matters that are being 
studied now. 

But we cannot bank on those. I would say simply that those are 
some of the things that we can reasonably rely^ on in the future. 

By conditioning these licenses on their not interconnecting, it 
seems to me, with hundreds of millions of dollars invested in the 
satellite system, a satellite licensee would be very reluctant to vio- 
late one of the prime conditions, if the agency miposed one, that 
would jeopardize his investment by having his license revoked. 
That would also be true of a user employing an Earth station li- 
censed by the FCC. So I think there is a panoply of reasons why we 
do not think there necessarily will be a problem, although I hasten 
to add that this is one of the questions we are studsdng thoroughly 
and asking for comments on in this precise proceeding. 

Mr. Bryant. If the assumption that the separate systems will not 
cause significant economic harm to Intelsat turns out to be wrong, 
what steps would you then be able to legally take to address the 
situation once the systems are operational? 

Mr. Fowler. That is a very big assumption. I think the first 
answer is, at this point, we have to go forward based on the execu- 
tive branch determination and look at that determination, which 
states that such satellite systems are in the national interest and 
are required in the national interest. 

I do not foresee the agency ordering one of those licensees to 
cease and desist their operations. I would observe that the satellites 
do have a finite life, and if there were to be a determination in the 
future that they somehow jeopardized the oxisterce of Intelsat, 
then presumably no more of those systems would be authorized by 
the Coinmission. 

Mr. Bryant. What kind of a life would they have? 

Mr. Fowler. I have seen some estimates of 10 years. Some of the 
more stateK)f-the-art satellites can now go 10 years. 

Mr. Bryant. Thank you. 
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Mr. WiRTH. Mr, Broyhill. 

Mr. Broyhill. Thank you, Mr. Chairman. 

I would like to address a question to Secretary Schneider and 
also some comments to Secretary Markoy. 

As you know, 2 or 3 weeks ago, I communicated with the Presi- 
dent and asked the President t/O consider appointing a Government 
representative to monitor the Comsat activities and what went on 
at Intelsat meetings. Tliat is really >^hat I was talking about. 

And I was gratified that this was done, and the Government rep- 
resentative did attend the recent Intelsat board of governors meet- 
ings. 

And the question I would like to ask is, do you think that having 
a Government observer at the meeting was helpful? 

Mr. Schneider. Yes, Mr. Broyhill We understand that it is re- 
garded as useful within the executive branch. 

Mr. Broyhill. Do you have any comments with respect to the ex- 
perience, to that particular experience? 

Mr. Markey. PVom what I have been told, it was a very positive 
experience. In fact, the Comsat people, we discussed it with them 
before it happened, and they were very cooperative. I think they 
imderstood that it provides certain protections to them, too, in 
their role as signatory. 

Mr. Broyhill. Do you think it would be helpful if Government 
observers attended future meetings of this type? 

Mr, Schneider. Based on this meeting, I think it would be the 
case frequently that it would be helpful. 

Mr. Markey. In this case, as you probably know, we did not have 
someone there for the entire meeting, but jiist foi- those matters 
where the Government had a particularly strong interest. 

We are currently trying to work with Comsat to come up vsdth a 
policy that \ve can all agree on for future meetings. 

I think certainly it is something we are going to be working on, 
and I would expect that we would have observers for other meet- 
ings for particular issues where we have a very strong interest. 

Mr. Broyhill. Are you saying it depends on the agenda? 

Mr. Markey. To a certain extent, it might. There a^e certain 
things that I do not think we would have to have observers there 
for, where Comsat could represent us. 

In Viiiz case, it had to do with regulations, guidelines that were 
going to determine whether or not there was significant economic 
harm, and that, of course, directly bears on the President's decision 
here. So I would think that in the future we would look at the 
issues as they come up — and we have good advance notice from 
Comsat as to what is on the agenda— and make determinations as 
to whether or not we need an observer there or not. We are still 
trying to work that out with Comsat. 

Mr. Broyhill. You are talking about those instances where 
tliuigs on the agenda might be discussed where the economic inter- 
ests of Comsat might be different in some respect or might be in 
conflict; is that what you're talking about? 

Mr. Markey. Yes, sir. As you know, there are a number of other 
companies now involved in international communications that 
have an interest in what happens at Intelsat. In some cases, they 
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compete with Comsat. It's not really fair for them to have their in- 
terests represented by C!omsat at these meetings. 

So in cases like that, I think we would be very interested in 
having a Government observer. 

Mr. Broyhill. Secretary Schneider, did the representative that 
represented us, did that person come out of your shop? 

Mr. Schneider. Yes, he is from the Department of State. 

Mr. Broyhill. Under your direction? 

Mr. Schneider. Yes, that is correct, 

Mr. Broyhill. Have memorandums from that individual been 
circulated to the appropriate people in the administration, includ- 
ing Secretary Markey? 

Mr. ScHNEiDER. AU of the interested parties in the Government 
have been briefed. We have had an arrangement where we were 
together on it on an interagency basis for these international meet- 
ings, yes. All are informed of the output. 

Mr. Broyhill. Is there a procedure for informing those who may 
compete with Comsat, as Secretary Markey was alluding to a few 
moments ago with respect to those issues or those decisions that 
are made at that meetmg and making sure that they are notified 
in a timely way? Is there a procedure for those kinds of notifica- 
tions? 

Mr. Schneider. We have not encountered that as yet, but as 
those circumstances arise, as agenda items come up that will re- 
quire special circumstances for informing interested parties or 
whatever special arrangements might need to be made for the Gov- 
ernment to relate the contents of what went on, we would make 
those arrangements on an ad hoc basis. 

Mr. Broyhill. I thank you for your response. 

Mr. WiRTH. Thank you, Mr. Broyhill. 

Mr. Bliley. 

Mr. Buley. Thank you, Mr. Chairman. 

Mr. Schneider, let's assume that the FCC decides to grant li- 
censes for new international satellite systems that would compete 
with Intelsat. 

As you know, some people have tried to argue that this would be 
a violation of the international agreement that the United States 
signed when it joined Intelsat. Specifically, that agreement states 
in article 14(d) that no country which is a member of Intelsat may 
^ant licenses for satellite systems that would compete with 
Intelsat, unless the country that has granted such autnorization 
seeks the approval of Intelsat. 

If the FCC did decide to grant licenses for new satellite systems, 
would it be the intention of the U.S. Government to seek the ap- 
proval of Intelsat, as contemplated by article 14(d) of the Intelsat 
agreement? 

Mr. Schneider. Yes. After the license is conditionally granted by 
the FCC, we would undertake consultations with Intelsat under the 
provisions of 14(d). 

Mr. Buley. If that is the case, I am a little bit confused as to 
why some people are contending that the approval of licenses by 
the FCC for competing satellite systems would violate the Intelsat 
agreement. 

Can you shed some light on it for me? 
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Mr. Schneider. Well, there may be a number of explanations. To 
some degree, there may be understandings of the way in which the 
institutional arrangements work, and certainly in our discussions, 
subsequent to the President's determination in November, it indi- 
cated a considerable de^ee of misunderstanding. 

In part, it was contributed to by a problem we had that, I sup- 
pose, is inevitable. During the course of Government deliberations, 
there was some press cover^e that was inaccurate* The press cov- 
erage described the United States as going ahead with competitive 
systems without regard to our commitment to Intelsat. 

In fact, the notion of maintaining our commitment to Intelsat is 
at the core of the Presidential determination. After the President 
made his^ determination, we made a very substantial effort, as sum- 
marized in my remarks, to ac(^uaint member states of Intelsat and 
signatories with the U.S. position, and I think that has gone some 
distance in reducing the kind of mischaracterization of American 
policy intentions. 

Mr. BuLEY. Thank you, and thank you, Mr. Chairman. 

Mr. WiRTH. Thank you, Mr. Bliley. 

Mr. Oxley. 

Mr. Oxley. Thank you, Mr. Chairman. 

I would IJie to ask all of the panelists to respond to somewhat of 
a philosophical question, and that is: While it appears as recentlv 
as even yesterday, when we responded in kind to the situation with 
Japan, that we are trjdng as best we can to signal to the Japanese 
our need for them to open up their markets to our telecommunica- 
tions, at the same time we have been through the divestiture of 
AT&T and other trends throughout the country, emd in the world, 
toward divestiture, breakups, and deregulatory modes. It would 
appear to me that the efforts so far that nave been directed toward 
the North Atlantic market and the whole question of satellite com- 
petition is pretty much in the mainstream of what is going^ on in 
this town, as well as throughout the world. I am wondering if each 
one of the panelists would care to comment on that — if they indeed 
see that as a trend, and whether, in fact, the efforts at providing 
competitive markets in conjunction with Intelsat in many cases is 
clearly the trend of the future? 

Mr. Fowler. 

Ml . Fowler. Yes, Mr. Oxiev. 

I would initially observe that the Congress passed a brand new 
section 7 to the Communications Act, which essentially states that 
where a new service or technology is proposed to be adopted, any 
party wishing to oppose such service or technology bears the 
burden of demonstrating why it would not be in the public interest. 

That, it seems to me, is a very clear expression of a policy by this 
Congress that, generally speaking, new services are to be preferred 
and new technologies ought to be introduced into the marxetplace, 
and there has to be a compelling reason demonstrated why they 
should not be. Otherwise, the presumption is that they ought to be. 

I think you are right in observing that the thrust is bipartisan, it 
seems to me, agreement to open up markets, to foster new services 
for the consumer, to promote new technologies. 

Mr. Schneider. I would like to add a few points to that, Mr. 
Oxley. 
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One of the things that has profoundly affected the attitude of 
many of our European allies has been the effectiveness with which 
the United States has been an engine of economic development in 
the past few years. 

As recently as the economic summit last year, the President's 
dialog with his counterparts in a number of the European coun- 
tries, they expressed a good deal of admiration for the way in 
which the United States had become so effective an engine cf de- 
velopment and a very conspicuous gainer in employment. And the 
U.S. model of encouraging the market forces of competition is 
really at the cutting edge of policy change in Europe now. 
^ My observation has been that the European countries, to a con- 
siderable de^ee, are now seeking ways in which they can improve 
the possibilities for the development of competition and ease of 
entry into the industry generally. 

So I think the steps we have taken in the telecommunications 
market are more likely than not to be emulated to at least some 
degree in rrany of the developed countries of the world. 

Mr. Markey. Let me just add to that. 

One of the things that perplexes me about some of the opposition 
here is that they seldom mention the fact that we have a Eutelsat 
system now in being in Europe, coordinated successfully with 
Intelsat, with no restrictions on what they can do at all. Arabsat 
has just gone into operation with 22 Arab countries, with no re- 
strictions on what they can do, coordinated successfully with 
Intelsat. There is a system around the Indonesian area, coordinated 
with Intelsat, with no restrictions on what they can do. 

I just saw a newspaper article that the Eutelsat system is in the 
business of looking for three more satellites. These are systems out- 
side of the Intelsat system. And obviously they find that there are 
benefits to those systems. 

And while they are arguing with us tr3ring to find some of those 
same benefits for our users, tne> are using this technology to bene- 
fit their users. 

So obviously that just supports what you have said. This is going 
on around the world. It is not anjrthing new. 
Mr. WiRTH. Thank you, Mr. Oxley. 

We have a vote on. The members will be back very shortly, if 
you would wait patiently. 
[Brief recess.] 

Mr. Swift [presiding]. The subcommittee hearing will continue. 
Until the other members whose turn it is return, I will take advan- 
tage of the opportunity. 

A figure has been used which— and I think the SIG report says 
that there would not be any harm to Intelsat because 90 percent of 
their service is voice traffic — where does the 90 percent come from? 
Did you take the part of their service that is on the switched net- 
work, and you assume that is the 90 percent? 

Mr. Markey. I think those figures came from Intelsat docu- 
ments. I^m not exactly sure. I don t remember that we said it was 
exactly 90 percent. We said, I think, looking at the documents that 
we had then from Intelsat, that the Intelsat projections were to the 
effect that the largest amount of their traffic by far was the so- 
called switched voice traffic. 
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Mr. Swift. Vm not trying to put words in your mouth, but what I 
assume has happened is that the figure is 90 percent of switched 
network, and that got translated into voice network. 

Mr. Markey. Yes, sir. 

Mr. Swift. If you establish these independent, competing serv- 
ices, and let's say a maior corporation, Westinghouse, wants to deal 
with— Westinghouse, New York wants to deal witL Westinghouse, 
Bonn, some of that is going to be voice, isn't it? 

Mr. Markey. Sure. 

Mr. Swift. So the 90 percent is not—that is service that would 
otherwise be in the switched network if it were not for the competi- 
tors. 

Mr. Markey. That's right. 

Mr. Swift. So the 90-percent figure is not accurate? 

Mr. Markey. No, it is accurate in the sense that we took the 
figure that Intelsat gave to us at that point. They are saying now it 
is much less than that But it was accurate in the sense that 

Mr. Swift. What I thought we agreed to just now was that what 
the 90 percent stands for is the amount of switched network stuff, 
right? 

Mr. Markey. Yes. 

Mr. Swift. So now if Westinghouse buys a service from Orion or 
somebody else, what used to be on the switched network of their 
voice activity will now be on their leased line. I don't know what it 
IS, but it is something different than 90 percent. It is something 
less than that. 

Mr. Markey. Probably. 

Mr. Swift. And how much that is is something we should prob- 
ably know before we proceed down this path. Wouldn't you think 
that would be prudent? 

^ Mr. Markey. I don't know how you make those kinds of projec- 
tions myself. The projections that we have made at the Department 
of Commerce are that these areas are going to grow by about 14 
percent a year. So even if some traffic leaves Intelsat, as you have 
pointed out— and it well may— we would suspect that just the ordi- 
nary growth of the traffic would mean that there would not be 
harm to any extent. 

Mr. Swift. Did I hear you say earlier that you had contemplated 
anything you might do in eliminating interconnection between any 
two competing services? Did you say that? 

Mr. Fowler. That I would contemplate eliminating? 

Mr. Swift. Limiting or eliminating. In other words, should com- 
petitors to Intelsat, A and B, be able to interconnect themselves, A 
and B interconnect? 

Mr. Fowler. I cannot give you an answer off the top of my head, 
but it seems to me, I don't see any reason why, if the limitation 
applies to all of the applicants, the executive branch limitations, 
they will be equally as effective, whether or not these entities are 
interconnected among themselves. 

Mr. Swift. That would seem a logical conclusion. To the degree 
we have a disagreement it would seem to be over how large the 
bypass would be. But to whatever degree it is a problem, it seems 
to me, it would be geometrically increased if the different services 
could mterconnect as well. The job of trying to run down where all 



er|c 



150 



147 

those communications links were going would be almost impossible, 
I would think. 

I have already had my time, and I promised when members re- 
turned, thev would be recognized. 
The gentleman from Louisiana, Mr. Tauzin. 
Mr. Tauzin. Thank you, Mr. Chairman. 

Mr. Fowler, I cannot help but believe that if private competitors, 
separate systems entrepreneurs, enter the trans-Atlantic business, 
that tlia potential for that business is pretty good. 

I also hear that Eutelsat is interested in turning it around and 
getting into the trans-Atlantic business, if, m fact, we allow private 
competitors. 

The prospect is for great proliferation of those systems. I cannot 
help believmg, if that occurs, it will amount to a real siphoning off 
of the traffic base that Intelsat relies on today. 

Now what would make me not believe that? Why shouldn't I be- 
lieve that? 

Mr. Fowler. It is not a question of whether you would believe or 
not believe, but what you would be disposed to believe in terms of 
ultimate harm to the Intelsat system, which ties in with your ques- 
tion directly. 

I think the first answer is that many of these applicants are pro- 
posing entirely new customized services that have not and are pres- 
ently not being offered by Intelsat. 

Mr. Tauzin. I understand 

Mr. Fowler. That goes to the question of diversion. 

Mr. Tauzin. It is very important. But I understand that Intelsat 
Business Services is providing many of those services that are vir- 
tually comparable to the customized servicea of these competitors. 
Is that not true? 

Mr. Fowler. That is correct. But there are many services pro- 
posed that Intelsat does not now offered. Moreover, the basis on 
which these would be offer by these private systems is quite differ- 
ent m some cases. That is to say, they would permit a company to 
purchase circuits, to purchase a satellito transponder, and own the 
transponder and do with it what it wishes over the life of the satel- 
lite. 

This supplies a great deal of stability and certainty to the long- 
range planning of that company, because it owns its satellite capa- 
bility, in effect. You cannot do that, for example, with an Intelsat 
service. 

Mr. Tauzin. Granted there may be some advantages to going 
with the private system. 

Mr. Fowler. My point is that these are quite different distinc- 
tions. 

Mr. Tauzin. Given those advantages, be they m price or control 
of your owr system, doesn't that mean that that is business that 
Intelsat is not going to get? Doesn't that erode the traffic base of 
Intelsat? 

Mr. Fowler. Not necessarily. 

Mr. Tauzin. Why not? 

Mr Fowler. Because some of the systems' services, as I said 
before, have not historically been offered by Intelsat. That is one of 
the reasons— in fact, the applicants are proposing these systems be- 
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cause there is a demand on the part of users for some of the new 
customized services. 

I was just looking at the record of the comments that were filed, 
Mr. Tauzin. Many of the U.S. users said, "Give this a try. There 
are many services we would like to have that we cannot now get." 

Mr. Tauzin. But assuming Intelsat is supposed to grow— and I 
understand its commitments were based upon an annual growth 
rate of 15 percent— assuming it is supbosed to grow, obviously like 
a good system, it is supposed to expand. It is supposed to make new 
offerings. It is supposed to get into those offerings that people want 
and desire. 

If it cannot do so because those offerings are being made by com- 
petitive svstems, now, Intelsat cannot grow at the annual rate of 15 
percent that it is supposed to grow at. 

Then I cannot help but wonder why von cannot see, as I believe, 
that Intelsat will be hurt, that its traffic base will be weakened in 
terms of its annual growth projections, and therefore its interna- 
tional function will be damaged. 

Mr. Markey. Could I respond to that? 

Mr. Tauzin. Yes, Mr. Markey. 

Mr. Markey. I get the impression that you are assuming that 
Intelsat is not going to respond to any of the competition and pro- 
vide some of these services that it now does not provide, 

Mr. Tauzin. You only have so much demand out there. Intelsat's 
grovy^h in 1984 was only 10.8—10.6 percent. It was below the pro- 
jections made when the commitments were made. Therefore, it is 
not growing dready at the pace to meet its commitment, if you 
look at 1984 figures. 

If other competitors are taking part of the demand away from it, 
how can it possibly grow to meet those commitments? 

Mr. Markey. I do not agree with your premise that there is not 
going to be a stimulation in traffic, when we take care of some of 
the needs that are not now being taken care of. Certain people are 
not using Intelsat because Intelsat does not PU their neeos. 

Mr. Tauzin. My answer to you is, if it does not and they want 
those services, and Intelsat is growing at a lower rate than it is 
supposed to, then obviously it has to move in and provide those 
neeos. 

Mr. Markey. We hope they will. 

Mr. Tauzin. Why can't it and why wouldn't it do that, and isn't 
competition going to damage its ability to do that? 

Mr. Markey. What we have to remember here is, this decision of 
the President did not just indicate that he wanted to see competi- 
tion. He also wanted us— he asked the State Department and the 
Commerce Department to look at the present competitive situation 
to make sure that Intelsat could compete with any new competitor. 

Mr. Tauzin. That's awfully important. 

Mr. Markey. That is what we're trying to do. We followed the 
decision in proceeding to urge more direct access to Intelsat by 
people other than Comsat. V/e think that would stimulate traffic 
for them. 

They also have, as the State Department has indicated, flexibil- 
ity in pricing. So we think Intelsat— and I think they have shown 
this in how active they have been around this town— they are not 
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going to sit back and take this on their heels. They are going to get 
out there and compete, and they're going to get a lot of this traffic. 

Mr. Tauzin. I hope they do. But I have to tell you that I am con- 
cerned about whether we are going to damage their ability in some 
respects to stay afloat. 

The January 80 meeting, the extraordinary minutes of the inter- 
national organization, the France attendee took a different view 
than those of you on the panel today with respect to the ability of 
separate traffic streams to be totally separated from the public 
switched system. In fact, they answered the question, "No, you 
cannot separate them," and they said no on the basis of extensive 
studies and experience with the telecommunications network in 
France and said, "We do not think you can separate them proper- 
ly." 

That is a position we can argue about. But what concerns me is 
that if my fears are right, that proliferation of competitive systems 
will drain away the demand, be it old or new demands that are 
necessary for growth projections for Intelsat, and the possibility 
exists that you may not be able to contain the separate systems 
from the public switched systems, if any of that is true, and I sup- 
pose my bottomline question to you is: At what point do you— will 
you believe that enough damage has been done to Intelsat that you 
will say, "Wait. We have got to reverse our position. We've got to 
reverse our policy," and if you reach that point, can you reverse it? 

Is there a bottomline point where the international obligations of 
Intelsat will be damaged, where the first consideration of its func- 
tion mandates that you rethink your policy, and could you reverse 
it at that point? 

Mr. Schneider. Yes, Mr. Tauzin. If the circumstances arose in 
the way that you describe, we could reverse it, because there was a 
Presidential determination that was based on an understanding of 
the way in which the technology was evolving that led the Presi- 
dent to the belief that the provision of new services by new en- 
trants could be helpful. 

The reason why we do not think it is likely to come to pass, if I 
could use a parallel to the computer industry, the fact that hun- 
dreds of new entrants have come into the computer industry has 
not drained off business from a few of the IBM's and the Honey- 
wells and so forth, but it has expanded the market to the point 
where there is much more demand out there, much more for every* 
one. 

In the case of telecommunications services, the demand itself is 
growing dramatically because of the way in which technology is 
evolving to find new uses for telecommunications services, and for 
that reason, we believe that both Intelsat will be able to prosper 
because of the demand for voice traffic, and the providers of cus- 
tomized services will be able to fill those needs in parallel. 

Mr. Tauzin. Final question, Mr. Chairman, if you don't mind. 

You are telling me you don't believe that mil happen — I hope 
you are right— if you pursue this polipy. But if you're wrong, if you 
put all of those systems out there, if all of these private entrepre- 
neurs make these enormous investments and they re all out there, 
and if others in the European CJommunity respond by themselves 
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getting into the business and competing, how do you unscramble 
that egg? 
How do you then protect Intelsat? 

Mr. ScHNEiDEK. It seems protection of Intelsat is a policy assump- 
tion. There are a number of ways in which this could be done. 

Blrst licenses are granted to the U.S. participants, and landing 
rights in the United States are granted by U.S. regulatory authori- 
ties. So the terms of those licenses and landing rights could be 
modified to deal with the situation you describe. So I think the 
matter could be — is technically capable of reversal, if we chose to 
do it. 

Mr. Tauzin. In other words, you just cancel the licenses of the 
people who made all of those investments? 

Mr. Schneider. You might have to modify the terms. These are 
investors who are taking a chance on the competitive market. If 
their estimate of the viability of the demand for these customized 
services are not there, they will also suffer economic losses, but 
that is the nature of business activity. 

Mr. Tauzin. I apologize for going on, Mr. Chairman. 

I only hope before you pursue this policy to its conclusion, that 
you really know tiiese answers before you do it. If you're wrong, I 
don't see how you're going to tell all these businessmen that they 
can no longer use the satellites they have invested in and the sys- 
tems they have built after they have got them up, they're working, 
and after the damage may have been done to Intelsat. 

If our national purposes and our foreign policy purposes in 
Intelsat are severely damaged at that point, we are going to make 
an awful choice that I hope we don't have to face. 

Thank you, Mr. Chairman. 

Mr. Swift. I share the skepticism of the gentleman from Louisi- 
ana, and I would very much like to see a schematic drawing of the 
wonderful device you have for putting this particular toothpaste 
back in the tube. 

I recognize the chairman of the full Committee, Mr. Dingell. 

Mr. Dingell. Mr. Chairman, I thank you. 

Grentlemen, welcome to the committee. 

Mr. Fowler, as you recall, I have a letter from you saying that 
you do not intend to allow public comment on the Commission's 
proposal for resolving the international satellite issues. 

Can you tell me why you would foreclose pubiic comment on that 
matter? 

Mr. FcwLER. I don't believe we said that, sir. We have indicated 
by this proceeding that we now have underway that we have a 
forum that is designed explicitly to invite and receive comments 
from any party wishing to do so. 

Mr. Dingell. As I understand it, you propose to allow comments 
on the proposals that are before the Commission at this time, but 
that tiie Commission's own proposal will not be subject to public 
comment, and I so interpreted your letter. 

Am I in error? 

Mr. Fowler. It would be subject to petitions for reconsideration. 

Mr. Dingell. But not for public comment? 

Mr. Fowler. That is, in effect, public comment, yes, sir. 
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Mr. DiNQELL. No. Because a petition for reconsideration has pro- 
cedural constraints on it, and it involves only those persons who 
were participants in the original proceeding, does it not? 

Mr. Fowler. There are no constraints whatsoever on what they 
may file on the petition for reconsideration, so long as it is relevant 
to the decision of the Commission. 

Mr. DiNGELL. Why is it that you have not gone the rest of the 
way and permitted public comment on the proposed action of the 
Commission? 

Mr. Fowler. First of all, we have not taken any action yet, Mr. 
Chairman. We have asked certain questions, and specific^ly one of 
the main issues that we have asked for comment on is the execu- 
tive branch determination. 

Mr. DiNGELL. I applaud that, and I commend you for that. But as 
I gather, you still nave not taken the step that it is necessary to 
permit public comment on the proposed action of the Commission. 

Mr. Fowler. Well, again, we are asking right now— the very 
process we are going through now is designed to permit everyone 
comment on every single issue. 

Once we make a finding through an order, anyone who disagrees 
with it will have yet another opportunity on petitions for reconsid- 
eratich 

Mr. DiNGELL. But not an opportunity to comment. 
Mr. Fowler. Yec^ indeed. Yes, sir. 

Mr. DiNGELL. You say a petition to reconsider is the same as a 
comment on the part of the public during a publicly noticed period 
for comment on a particular proposal? 

Mr. Fowler. I am saying they will have the same opportunity 
through the petition for reconsideration to again advance their 
viewpoints on what we did and why it was right or not right. 

Mr. DiNGELL. Well, I will be interested to observe whether, in 
fact, the public will be afforded full opportunity to comment on the 
proposed action which is taken by the Commission. 

Mr. Fowler. Mr. Chairman, may I add one thing, sir? 

If the Commission were to do something different than that pro- 
posed through the executive branch determination, I can represent 
to you here today, sir, we would in that event ask for further com- 
ment. 

Mr. DiNGELL. For further comment? 

Mr. Fowler. Yes, sir. 

Mr. DiNGELL. That comforts me mightily. 

Let me pose an additional question. Can you rive us some esti- 
mate of the capacity of the international telecommunications 
system, if all of the alternative systems that are now in proposal 
are in operation by 1995? 

Mr. Fowler. What would the total capacity be? 

Mr. DiNGELL, Total capacity in terms of number of circuits? 

Mr. Fowler. I cannot off the top of my head. 

Mr. DiNGELL, Would you grab a number out of the air? 

Mr. Fowler. Not really. I would be delighted to consult with my 
trusty staff and give you a number, sir. 

Mr. DiNGELL. What about the number of 700,000 circuits being 
available at that time? Is that an unreasonable number? 

Mr. Fowler. I just do not know, sir. That may well be. 
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Mr. DiNGELL. That would be compared to 82,000 circuits. 

Mr. Fowler. I do not know what the exact number is. 

Mr. DiNGEix. 82,000 circuits to meet forecasted demand. 

Mr. FowLEit. I'm not clear, when you uso the term "circuits," 
what widths you're talking about. 

Mr. DiNGELX. I'm talking about voice-grade equivalent circuits. I 
gather, if these figures are correct, that that is 10 times the 
amount of capacity for which there is projected need and forecasted 
demand. 

Mr. Fowler. The arithmetic seems right; yes, sir. 

Let me hasten to add, sir, that many of the new services are 
custom services that use very wide bandwidths and take enormous 
circuit capacity, so that it is somewhat misleading simply to say 
that it is :c times more than present capacity, in th t some of these 
customized services are not now and nave never been offered bv 
Intelsat. If offered through these alternative systems, even though 
there are a great number of new voice grade circuits created, as 
many of these circuits are for computers to talk to other computers 
and rifiuire very wide widths of spectrum or frequencies, we may 
well see all of these circuits and more being required in order to 
accommodate these new customized services. 

Mr. DiNGELL. Would you review the market estimates and tell us 
whether you disagree with them at the Commission and to what 
degree you do so? 

Not at this particular time. Just if you would submit that for the 
record. 

Mr. DiNGELX. Let me ask you this question, Mr. Chairman. 

Does Intelsat have sufficient pricing flexibility to meet the new 
competition that would be posed by the administration's proposal? 

Mr. Fowler. We asked that question in our notice of inqui^, su, 
and we're getting comments on that now. That is also a matter for, 
it seems to me, the Board of Governors and the Assembly of Par- 
ties of Intelsat particularly to make a determination on. 

Mr. DiNGEix. How about the FCC? 

Mr. Fowler. No. We do not have any role in that determination. 
Mr. DiNGELX. Isn't that part of your judgment in allowing compe- 
tition? 

Mr. Fowler. It could be part of our determination as to alterna- 
tive satellite systems, and we do ask questions on the question of 
flexible pricing. 

But the question as to whether or not they have the flexibility 
withk. the present Intelsat agreement to flexibly price is a decision 
that the Commission has notbmg to do with (Mrectly. 

Mr. DiNGELL. Doesn't the Intelsat agreement require global price 
averaging, which would prevent Intelsat from pricing to meet the 
new services on the North Atlantic route? 

Mr. Fowler. As I understand it. Chairman Dingell, wie Intelsat 
agreement provides that the same jprices have to be charged for the 
same services. That does not mean, however, that if Intelsat pro- 
vides new services, they cannot price them— since they are differ- 
ent services, they may price them differently than other services 
presently offered. 

Mr. DiNGELX. It indicates a strong possibility that they might 
lack the necessary pricing flexibility. 
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Mr. Fowler. No, sir, it does not. I cannot say that. 

Mr. DiNGELL. Have you had any inquiry on this point? 

Mr. Fowler. Again, the determination as to what legally the 
body we call Intelsat may do under the Intelsat agreement is not 
an area where the Commission will make a determination. That 
will be made by the signatories themselves. If they conclude that 
the agreement does not permit that, they can change the agree- 
ment. 

Mr. DiNGELL. Mr. Schneider, same question to you. Does Intelsat 
have sufficient flexibility in pricing to meet the new competition? 

Mr. Schneider. Yes, Mr. Chairman. We believe that Intelsat does 
have adequate pricing flexibility, because it is only required to 
charge the same price for the same service. But a new service can, 
if they choose to compete with new entrants, can price their serv- 
ices flexMity within the existing Intelsat articles. 

Mr. DiNGELL. What do you have in the way of either legal analy- 
sis on this point or economic analysis on this point? 

Mr. Schneider. During the course of the Department's delibera- 
tions on this subject, we had review of this by our legal staff. We 
studied the articles. 

Mr. DiNGELL. What you are saying is, "Trust us " I asked you 
what legal analysis you have at the Department a State on this 
point. 

Mr. Schneider. The legal advisors at the Department of State 
has a staff that has helped the Department reach a judgment on 
this, including advice as to whether or not the Intelsat articles pro- 
vide pricing flexibility. The conclusion was that it did 

Mr. DiNGELL. Is that a published study available to the public? 

Mr. Schneider. No, we have not published it. We published the 
conclusions of the study in the executive branch white paper. We 
would provide, Mr. Chairman, if you choose, for the record, the 
characterization of the Department's views on this subject, if that 
would be helpful. 

Mr. DiNGELL. That is very different from a study which would be 
a legal analysis. 

My question was, do you have any legal analysis at the State De- 
partment on this point? 

Mr. Schneider. In order to arrive at the conclusion, we had to 
have the legal analysis done of this. 

Mr. DiNGELL. Has the legal analysis been put out to the public 
for comment? 

Mr. Schneider. No, it has not been put out to the public for com- 
ment. 

Mr. DiNGELL. Would you submit it to the committee, so that we 
can review it? 
Mr. Schneider. We will give you the documentation. 
[Testimony resumes on p. 182.] 

[The following information was submitted for the record:] 
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POSITION PAPER 

INTELSAT LEGAL OPIKIOK 
COKCERNING THE DETERMINATION OP 
INTELSAT SPACE SEGMENT 
UTILIZATION CHARGES 



Issue : The INTELSAT Legal Advisor has issued an opinion on the 
subject based/ in part, on the responses of th4 ee U.S. law 
firms to a single carefully tailored question. The Director 
General and others can be expected to draw on the opinion 
during any discussion of the degree to which pricing 
flexibility is available to INTELSAT under the Agreement, the 
Operating Agreement, and the implementing general rules 
esta»)lished by the meeting of Signatories* 

U>S> Position : Th^ United States does not disagree 
fundamentally with the conclusioni of the INTELSAT Legal 
Advisor presented in the Legal Menoranduzn of December 14, 1984 
y (AP 9-18, BG 61-62). However, those conclusions, unless 
understood within their self-limited context, may be cited 
erroneously as support for a variety of propositions. The 
application of the INTELSAT legal opinion, is therefore, more 
worrisome than the opinion itself. The question posed to the 
three law firms by INTELSAT relates only to a portion of the 
INTELSAT Legal Opinion and is misleading in its simplicity* 

Discussion : After an analysis of the Agreements, their 
negotiating history, the general rules implementing the 
Agreements and the past practices of the Board of Governors, 
the INTELSAT Legal Adivser drew the following conclusions 
indicating considerable fl<5Xibility in the determination of 
INTELSAT space segment utilization charges: 



i/ This memorandum appears to be a refinement of the Appendix 
to AP 9-13 (BG 59-29 dated June 12, 1984). The USG does not 
concur with much of the content of AP 9-13. Specifically, the 
USG does not concur (1) that the Agreements establish legal 
restraints preventing INTELSAT from adjusting rates to conpete 
effectively absent modification of the Agreements and (2) that 
new entrants would be free to establish rates on any route as 
required by competitive circumstances [unconstrained by the 
need to recover costs. ) 
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(1) There is no absolute requireo;?nt that utilization 
charges for a particular type of utilization must recover 
the cost o£ making that type of utilization available. 
Rather, cost recovery is an objective to b<5 met, "as far as 
practicable" in each specific case, taking into account ail 
the relevant factors including market and business 
considerations, 

(2) While all users must be charged the same rates for the 
same type of utilization, the Board has significant 
discretion to define different types of utilization on the 
basis of operational parameters, including voice, TV, data, 
power, bandwidth, type of transponder, degree of 
protection, role of the satellite to be used, etc. 

The first conclusion rests principally un rules established 
by the meeting of Signatories as required by the Agreement 
(Article VIII (b)(v)(C), These rules provide, in pertinent 
part, that 'the charge for e«ch type of space segment shall be 
fixed with the objective that that typ« shall make an 
appropriate contribution to the overall revenue requirement of 
INTELSAT", reflecting, "as far as practicable", "the cost to 
INTELSAT Of making available the space segment capacity 
provided for the purpose of the type of utilization in 
question." The danger in the reformulation presented by the 
INTELSAT Legal Advisor is that the wording o.* his first 
conclusion could be cited to support the proposition that 
INTELSAT can market a service below cost if appropriate 
"business considerations" exist. It is doubtful that a 
marketing strategy designed to discourage competitive entry by 
non-INTELSAT satellite service providers would be a legally 
sufficient "business consideration" to warrant below-cost 
service offerings by INTELSAT, Article 8 of the Operating 
Agreement articulates the principle which the general rules 
promulgated by the meeting of Signatories are to implement. It 
provides, in part: 

• . ,Such charges [space segment utilization charges] shall 
have the objective of covering the operating, maintenance 
and administrative costs of INTELSAT, the provision of such 
operating funds as the Board of Governors may determine to 
b(i necessary, the amortization of investment made by 
Signatories in INTELSAT and compensation for use of the 
capial of .Signatories, (Article 8(£}). 

In short, charges are to be cost based. While the 
parameters defining this cost-basing might be identified 
collectively as "business considerations", a pricing policy of 
marketing below cost simply to ensure narket share or to drive 
out potential competitors (and allow a subsequent rise in 
tariffs) does not appear supportable under the INTELSAT 
Agreements, 
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The analysis of the second conclusion of the INTELSAT Legal 
Advisor centers on the term "type of utilization' which 
INTELSAT uses interchangeable with "type of use" and "type of 
service." The USG does not disagree that "the Board has 
significant discretion to define different types of utilization 
on the basis of operational parameters. • •* However i the 
listing of the parameters by li^TELSAT is not exclusive, and may 
operate collectively so as to have geographic effects (even 
though geography itself is an impermissible basis for 
discriminating between types of utilization). The following 
example is drawn from the INTELSAT Legal Opinion: 

The Board of Governors cannot legally characterize as 
a different type of utilization (and hence attract 
different charges) an offering whose only distinctive 
element is the identity of the users, the points of 
destination or the geographic region involved; for 
instance, a New York-London link cannot be 
Characterized as a type of utilization different from 
a New York-Lagos or a Los Angeles-Hanila link, all 
other things being equal . (Emphasis added) 

All other things are hardly ever equal. The last 
(emphasized) phrase in the preceeding quotation laasks important 
considerations. Space segment capacity is a limited resource 
when viewed for the accomplishment of a specific purpose. The 
consumption of this resource can appropriately serve as one of 
the operational parameters upon which utilization charges are 
based. However, a single "service" may consume differing 
amounts of space segment capacity depending on operational 
factors. For example, single voice telephone circuits may 
utilize different capacity on the sam** satellite even though 
the transponders carrying both signals are fully utilized. 
This is true because a transponder can carry more telephone 
signals if those signals are in a single "bundle', i.e., from a 
single location to a single location utilizing a single carrier 
frequency, than a transponder which must carry multiple 
"bundles" each identified with a different carrier frequency. 
Frequency interference characteristics cause the number of 
usable circuits on a transponder to decline as the number of 
"bundles" increases. Thus what a lay person might identify as 
a single service (a telephone call) could consume varying 
amounts of space segment capacity. The INTELSAT Legal Opinion 
does not deal with this issue, nor do the opinions commissioned 
from various law firms (the question pansed to them included 
services "identical in all other respects"). If "type of 
utilization" were defined in a way to include consideration of 
the amount of space segment capacity consumed per traffic path 
then the operational parameters giving rise to different 
definitions of types of utilization night increase 
accordingly. (This conclusion is presented in the subjunctive 
mood because it is unclear the extent to which present IMTELSAT 
tariffs include this factor.) "Bundled" signals are 
geographically dependant; it is conceivable, therefore, that 
the space segment capacity used by a NY to London telephone 
call would be less than that space segment capacity utilized by 
a NY to Nairobi telephone call. INTELSAT documentation has not 
called attention to this possibility nor to its implications 
for pricing. 
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FLEXIBILITY TO COMPETE 



INTELSAT in an Eca o£ Separate Systems 



Introduction 



The prospect of additional limited competition to INTELSAT 
beyond that already posed by existing international satellite 
and cable systems has raised the issue o£ whether the 
109-member consortium has sufficient "flexibility" to compete 
under its basic charters and by virtue of historical 
practices. Interest in this flexibility issue has been 
heightened by recent decisions in the United states that pave 
the way for entry by private satellite companies into a 
narrowly circumscribed international market segment, pending 
action by the Federal Communications Commission, concurrence of 
a foreign partner, and INTELSAT consultation. 

Further, any consideration of reopening the INTELSAT 
Agreements at this time would set an unfortunate precedent of 
attempting to deal with a hypothetical concern which has not 
been justified. One of the keys to INTELSAT'S success has been 
the purposeful flexibility of the Agreement which has been able 
to accommodate and deal effectively with the changing 
technological environment. 
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Conclusionst Based on Evidence 



The Department of state ho^^ studied all the evidence 
available related to INTELSAT'S existing flexibility, and 
concludes that opening the INTELSAT Agreements for 
renegotiation of Articles III and V on the argument that the 
organization lacks sufficient flexibility to compete in the new 
era of satellite communications is at this time unnec<2ssary and 
ill-advised. 

The observations reported in the subsequent sections lead 
to the following conclusions: 

— The terms of the INTELSAT Agreement underpinning the 
rules and practices for setting prices provides ample 
flexibility in establishing prices for individual services and 
provides a possibility for cross-subsidy among services, 

— INTELSAT'S own legal assessment concludes that the Board 
of Governors has "significant flexibility, •* 

— With its IBS Service, INTELSAT already has demonstrated 
considerable pricing and marketing flexibility, 

— The Board of Governors already has taken aggressive 
action to review and possibly establish a new charging policy 
which can be done under the terms of the existing Agreements, 
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— The U,S, Signatocy to INTELSAT (COMSAT) is on recocd 
expcessing the view that substantial flexibility to compete 
with separate systems exists under cuccent acrangenents. 

— Even were INTELSAT'S charges to be reduced to zero* 
there is no assurance this would necessarily result in more 
competitive prices to the end user since the space segnent is 
only a small pact of ther user charge, 

— significant constraints have been placed on new U«S« 
entrants regarding the service markets in which they are 
permi**ted to compete. 

— several additional factors contribute to INTELSAT'S 
substantial capability to compete, including economies of 
scale, excess capacity, global coverage, reputation for 
quality! technical expertise and market power. 

Any considerations of reopening the INTELSAT Agreements 
at this tine would set an unfortunate precedent of attempting 
to deal with a hypothetical problem before it has any basis in 
reality. 

Finally, it should be noted that one of th*^ keys to 
imELSAT's twenty years of success has been the built-in 
flexibility of the language of the Agreement. This flexibility 
has well served the interests of the Signatories in 
accommodating new opportunities and new challenges in a 
changing technological environment. 
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Background 



The Presidential Deterraination 

Since H&rch of 1983, several U»S ^irms have filed 
applications with the Federal Communications Commission to 
establish international communications satellite systems 
separate from INTELSAT* Acceptance of the applications for 
consideration by the FCC prompted the Executive Branch to 
undertake a 20-month review of the Internationa- satellite 
policy of the United States. The objective of the review was 
to determine whether approval of separate systems would be 
consistent with prevailing law, practice and treaty 
obligations, and whether such systems would be consistent with 
sound foreign policy and supportive of tho national interest. 

On November 28, 1984, the President determined, pursuant to 
the Communications Satellite Act of 1962, that separate 
international communications satellite- systems are 
required in the national interest.-'^ The President further 
directed that the United States, in order to meet its 



A detailed explanation of the issues surrounding the 
Presidential Determination are provided in A White Paper on 
New International Satellite Systems issued by the Senior 
Interagency Group on International Communications and 
Information Policy^ February 1985 (referred to subsequently 
as SIG White Paper ) * 
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obligations under the INTELSAT Agreements, shall consult with 
INTELSAT regarding any systems actually authorized by the 
Federal Conununications Conuaission. He directed the Secretaries 
o£ State and Commerce to inform the FCC of criteria necessary 
to ensure the United States meets its international obligations 
and furthers its telecommunications and foreign policy 
interests. 



The Secretaries informed the FCC that prior to final 
authorization of any systems two conditions must be met: 

(1) each system is to be restricted to providing services 
through the sale or long-term lease of transponders or space 
segment capacity for communications not interconnected with 
public-switched message networks (except for emergency 
restoration service); and, 

(2) one or more foreign authorities are to authorize use of 
each system and enter into consultation procedures with the 
United States Party under Article XlV(d) of the INTELSAT 
Agreement to ensure technical compatibility and to avoid 
significant economic harm. 
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These conditions wece imposed to safeguard the INTELSAT 
system £rom significant economic hacm and to underscore U*S« 
adherence to the terms o£ the INTELSAT Agreements* The United 
States has faithfully followed INTELSAT procedures in prior 
consultations on systems separate from INTELSAT, and will 
continue that practice for all future separate systems.^ 

Competitive Access and Flexibility 

Subsequent to the Presidential Determination the 
Secretaries of Commerce and State were asked to consider two 
additional issues related to intei:national communications 
satellite policy; competitive access to the INTELSAT space 
segment and INTELSAT'S "pricing flexibility. "-^ 



y Pursuant to the consultative process of Article XIV (d), 

the Assembly of Parties has arrived at findings, in the form 
of recommendations, supporting the utilization of more than 
twenty U.S. domestic satellites for international service. 

1/ Letter from Secretary Baldrige to secretary Shultz 

dated November 30, 1984 and Secretary Shultz 's response, 
December 20, 1984. 
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On February 21 ^ 1985/ the National Telecommunications and 
Zn£ocmation Administration petitioned the FCC to consider 
authorizing competitive access by carriers and users to the 
INTELSAT Space' segment for the provision of customized 
international coninuni cat ions services. 

Tl*'^ Department of State has completed its study of 
INTELSAT*s pricing flexibility,^ This document reports the 
Department's observatio:is regarding the following relevant 
factors: 

0 The terms of the INTELSAT Agreement underpinning the 
rules and practices for setting prices; 

0 Intelsat's own assessment of the extent of its pricing 
flexibility; 

0 INTELSAT*s flexible pricing practices; 

0 The U.S. Signatories' comments on the issue of 
flexibility; 

0 The unique position of IHTELSAT in its market; and 
0 Special considerations for U.S. policymakers. 



1/ HTIA has also examined INTELSAT'S pricing flexibility in 

th€ context of the economic consequences of the Presidential 
Determination. See, ''INTELSAT Economics" Summary Analysis, 
U.S. Department of Commetce, National Telecommunications and 
Information Administration/ April 3, 1985. 
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Evidence of Flexibility 



Terms of the INTELSAT Agreement 

Article V(d) of the INTELSAT Agreement (TIAS 7532) states 
that The rates of space segment utilization charge for 

each type of utilization shall be the same f^r all applicants 
for space segment capacity for that type of utilization." 

This provision provides the guiding principle for 
establishing charges. It means, essentially, that once a 
particular utilization (service) has been defined, prices 
charged for that service cannot discriminate amongst individual 
users or geographical regions. However, "type of utilization" 
allows great flexibility in the definition of a specific 
service/ with services and charges differentiated on the basis 
of volume, bit rate, preemptibility, term of lease, and other 



INTELSAT Agreements iu addition to Article V(d). These include: 

Article 8 of the Operating Agreement, which addresses the 
relation between utilization charges, costs, and revenue 
requirements; Article VIII (b) (v) (C) which provides "for 
general rules adopted by the Meeting of Signatories 
concerning charges for use on a non-discriminatory basis; 
and Article III on the scope of INTELSAT activities.!/ 



2/ De»:ermination of INTELSAT'S Space Segment Utilization 
Charges," Legal Memorandum ^ INTELSAT, December 14, 1984, 
p.l. / (referred to subsequently as INTELSAT Legal 
Memorandu m). — ^ — 



factors. 



As pointed out in INTELSAT'S Legal Memorandum on this 
issue, charges are set according to general provisions of the 
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Article 8 of the INTELSAT Operating Agreement (TIAS 7532) 
requires that space segment utilization charges 

"shall have the objective of covering the operating, 
maintenance and administrative cos«;s of 'INTELSAT # the 
provision of such operating funds as the Board of Governors 
may determine to be necessary^ the amortization of 
investment made by Signatories in INTELSAT and compensation 
for use of the capital of Signatories. "6/ 

In essence then, there are two basic requirements regarding 

INTELSAT'S charging practices. First, once a service (or "type 

of utilization") has been defined, there shall be uniform 

pricing for that type of space segment utilization, and second, 

prices charged must cover costs (in the aggregate) and return 

on capital. 

I^3TELSAT has, in practice, demonstrated significant 
flexibility in establishing prices for individual services. 
Much of this flexibility is due to the fact that the Agreements 
do not require charges for an individual service to cover the 
costs of providing that service. Costs for individual 



1/ More specifically, INTELSAT'S Legal Advisor points out 
that principles established by the Meeting of Signatories 
provide that charges shall "as far as practicable, reflect 
the cost to INTELSAT of making available the space segment 
capacity provided for the purpose of the type of 
utilization in question." INTELSAT Legal Memorandum , p. 3. 
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services are allocated with considerable flexibility since the 
principles established by the Meeting of Signatories require 
only that aggregate costs be covered. This practice provides 
INTELSAT a powerful tool for meeting competitive challenges 
from proposed separate systems* 

The conclusion of INTELSAT*8 own Legal Advisor # based on a 
broad assessment of INTELSAT'S flexibility, provides: 



Thece is no absolute requirement that utilization 
charges for a particular type of utilization must 
recover the cost of making that type of utilization 
available. Rather, cost recovery is an objective to 
be met, "as far as practicable** in each specific case, 
taking into account all the relevant factors including 
market and business considerations. 

While all users must be charged the same rates for the 
same type of utilization, the Board has significant 
discretion to define different types of utilization on 
the basis of operational parameters, including voice, 
TV, data, power, bandwidth, type of transponder, 
degree of protection, role of the satellite to be 
used, etc. 



INTELSAT'S Assessment of Pricing Flexibility 

The summary conclusion of the Legal Memorandum prepared by 
INTELSAT'S Legal Advisor demonstrates a considerable degree of 
pricing flexibility, to wit; 
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"In establishing utilization charges, the Board of 
Governors has significant flexibility in determining the 
extent of cost recovery for each type of utilization and in 
defining types of utilization for which different charges 
may be set. • • • 

rrhusr the assessment of INTELSAT'S own Legal Advisor is 
that the organization has considerable flexibility. We concur 
with these conclusions and believe that this existing 
flexibility will enable the organization to meet the challenge 
of competing satellite systems. As we show in the following 
section, INTELSAT is, in practice, actually implementing new 
methods of responding to a changing market structure. 

On January 4, the Director General of INTELSAT issued a 

document entitled Legal _Opinions Concerning the Determination 

8/ 

o f INTELSAT Space Segment Utilization Charges .-^ It contains 
the Legal Memorandum prepared by INTELSAT'S L^gal Advisor, and 
responses by three separate U.S. law firms to a single, 
carefully tailored question pertaining to pricing flexibility. 



y INTELSAT, " Legal Memorandum . The quote concludes by 
noting, "...A type of utilization may be defined on the 
basis of a wide range of operational parameters (including 
technical elements, role of tha satellite to be used, the 
degree of protection given, etc.), but not on the basis of 
who the users are, i.e., on an individual link basis or on a 
geographic basis." It is on this last point that the bulk 
of attention on pricing flexibility seems to be focused, 
though it is only a very small pact of any assessment of 
INTELSAT'S ability to compete. 

y Assembly of Parties Document AP-9-18E, Contribution of the 
Director General* 
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In contrast to the bcoadec assessment upon which the 
INTELSAT Legal Advisor's conclusions ace based , each o£ the 
three consulting law ficros was requested to address the 
following very specific question: 

"Is it legally possible for INTELSAT, consistent with the 
INTELSAT Agreement r and acting through the Board of 
Governors r to adopt one charge for a digital integrated 
business Service with a medium capacity bit stream of 
768 Kbps between earth stations in the U.S. and the United 
Kingdom and a different charge for a digital integrated , 
business service with a medium capacity bit stream of 
768 Kbps, identical in all other respects, between earth 
stations in the U.S, and Nigeria?" 



Each concluded that it is not legally possible to adopt 

different charges in this narrowly crafted example.^ 

It is difficult to see how this example and the conclusions 

drawn from it provide convincing support for the view that 

INTELSAT lacks sufficient pricing flexibility, even as between 

routes or among regions. INTELSAT has broad authority to 

respond to market conditions in deciding which services it will 

provide to which markets. Not every new service devised to 

serve the needs of a particular market or devised to meet a 

competitive challenge will be offered immediately on a global 

basis Or even on all routes of a given region. In the words of 

INTELSAT'S Legal Advisor: 

"INTELSAT'S practice and the action of the Board also 
support the view that all services need not be offered in 
ev'ery ocean region so long as they are provided on a non- 
discriminatory basis to all usees. 



1/ Letters to INTELSAT Legal Advisor from Arnold and 

Porter, December 13, 1984; Wiley & Rein, December 19, 1984; 
and Ginsberg, Feldman and Brese, December 19, 1984. 

M/ INTELSAT Legal Memorandum , p. 11. 




ERIC 



170 



A uestion more germane to the issue of INTELSAT *8 
flexibility to compete would have addcessed INTELSAT'S practice 
of defining services ^ and setting charges, on the basis of 
small differences in capacity, lease term, or a variety of 
other factors* 

Were the hypothetical example posed by INTELSAT to its 

outside counsel as follows: 

"Is it legally possible for INTELSAT, consistent with the 
INTELSAT Agreement, and acting through the Board of 
Governors, to adopt one charge for a digital integrated 
business service with a medium capacity bit stream of 2y048 
Kbps between earth stations in the U.S. and the United 
Kingdom and a different charge for a digital integrated 
business service with a medium capacity bit stream of 768 
Kbps , identical in all other respects, between earth 
stations in the U.S. and Nigeria?** 

with a change only in bit rates of one of the services, the 

response could only be that adopting different charges for the 

services so defined would be consistent with the INTELSAT 

Agreement, as they would indeed be different services. In 

fact, INTELSAT already charges differently for these two 

services. 

Thus, if new entrants started competing for US-UK business 
services, INTELSAT might respond by reducing charges for its 
2,048 Kbps service, leaving charges for the 768 Kbps service 



See the table on page 17 below. 
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unchanged* Decisions cegacdlng which routes or geographic 
regions would then be served by the higher bit-rate service at 
the reduced charges would presumably be made on the basis of 
competitive strategy and demand conditions existing in various 
markets, both o£ which are acceptable criteria under existing 
practices and policies. 

In view o£ the above considerations, the constraint 
highlighted by INTELSAT'S three consultants' opinions is o£ 
questionable significance in assessing the basic issue of 
whether or not the organization has the necessary flexibility 
to compete. 

0£ greater significance is the fact that INTELSAT has 
established the Working Group on INTELSAT Charging Policy which 
met for the first time on March 19-20, 1985. The Group's 
objective is to develop general principles that would underlie 
a charging policy. This will entail & comprehensive review of 
INTELSAT'S existing charging policy and the establishment of a 
new charging policy if required* The first of seven principles 
upon which it is proposed to base further work of the group is 
that charges shall be consistent with the INTELSAT Agreements 
and equitable to all Signatories. We strongly support this 
effort to achieve competitive pricing and concur with the 
reasoning behind it that the organization has within its 
current charter the flexibility to consider a range of charging 
policies. 
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INTELSAT'S Flexible Pricing Practices 

INTELSAT Business Services 

One example of current and past practices that demonstrate 
existing flexibility in offering new services and adopting a 
variety of charges is INTELSAT Business Services (IBS) « IBS is 
an integrated digital service for voice r datar and video 
designed to facilitate a wide variety o£ business 
applications. The service offers a range o£ transmission bit 
rates from 64 Kbps to more than 8 Mbps« Full and fractional 
transponder leases arc available and the service is provided on 
a non-preemptible basis for full-time, part-time or occasional 
use. 

The accompanying table r reproduced from an INTELSAT 

publication entitled ** New ServiceS f January 1985" illustrates 

the wide variety of prices set for IBS, with 45 different 

charges varying according to bit rate and service period 
12/ 

covered. — ' Transponder lease charges (12 different charges) 
vary according to bandwidth and lease period. 

The criteria considered in establishing this menu of rates 
reflect a full appreciation by INTELSAT of the need to respond 
flexibly to na];ket conditions. In the same INTELSAT publica- 
tion it is noted that for IBS: 



1^ See the table on page 17 below. 
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"tariffs ace designed to encourage and promote the 
utilization of the service and include progressive 
discounts to reflect the efficiencies of long-term lease of 
high capacity resulting in increased space segment 
utilization over the lifetime of the satellites. The 
tariffs will ensure that IBS is provided on a commercial 
basiSf taking account of the cost to IKTELSAT of providing 
the service and its value to the users, .«•" 

The basic principles underlying charges for IBS were 

described in INTELSAT Board of Governors* document BG-62-24 in 

March of 1985 IBS tariffs were designed: 

" to be consistent with other INTELSAT charges (although 
this was only a goal/ since some IBS services were not 
considered comparable with other INTELSAT services) « 

to promote the service while making a **substantial 
i.on tribution** to common costs , although not necessarily 
cover fully allocated costs . 

- to ensure that part-time and occasional use charges 
would be set so that total revenue earned would be 
approximately equivalent to that from full-time capacity as 
well as covering higher administrative costs associated 
with part-time services. i^/ 

The second point (emphasis added) provides a clear example 
of the flexibility INTELSAT has demonstrated in pricing 
individual services. For IBS, INTELSAT'S present pricing 
policy imposes no constraint requiring prices to be set so that 
revenues cover fully allocated costs. It can be concluded that 
other services provided by INTELSAT can be used to subsidize 



a/ INTELSAT Charging Policies » A Historical uverview » 

Contribution of the Director General/ 8 March 1985/ p. 22. 
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IBS secvices at least foe peciods during which market position 
is being established or co/oetitors are being challenged. Such 
cross subsidies can be a powerful tool in competing with other 
entities. 

K Variety of Service Offerings 

The INTELSAT Business Service was selected as only one <^ase 
illustrating the organization's flexibility to respond to 
market conditions and to potential competitive thieats by new 
satellite entrants. New INTELSAT services # operating or 
proposed f that also permit a wide range of tariffs and 
promotional strategies include INTELNET I, a point-to-multipoint 
data broadcast distribution service using small receiving earth 
stations connected with public networks or user premises; 
INTELNET II, permitting uplinks from small terminals; video 
services such as leased international television services; 
digital TV distribution secvices; cable restoration services; 
planned domestic services; and VISTA, a new service to provide 
basic satellite communications facilities for rural and remote 
communities presently having inadequate or no telecommunications 
facilitiesi^/. 

INTELSAT'S flexible charging and innovative cost allocation 
practices clearly demonstrate INTELSAT'S potential for 
responding to competitive challenges. 

ii/ See generally, INTELSAT N ew Services , January 1985. 
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Comments of The U*S* Signatory 

In addressing Itself to the issue of separate systems^ the 

Communications Satellite Corpocationr the U.S. Signatory to 

IN'XELSAT, believes that: 

"with respect to pricing flexibility, COMSAT, working with 
its INTELSAT partners and within the framework of U.S. 
domestic law, can have substantial latitude to respond to 
competitive challenges. •'Iz/ 

COMSAT points out that it is the Signatories that set prices 

for services provided to their customers via the INTELSAT 

system, and: 

••it is the Signatories that will be competing with any 
separate satellite systems that are authorized. ••!§/ 

This point is sigriif icant. As the SIG White Pager points 



"... INTELSAT'S charges constitute only part of the 
end-user price for service. Significant changes in 
end-user prices are thus dependent on action by its 
Signatories (or, in the United States, by COMSAT and 
terrestrial carriers such as atlt) . "I// 



il/ Comments of Communications Satellite Corporation, beiiore 
the Federal Communications Commission, in the matter of: 
Establishment of Satellite Systems Providing International 
Communications, CC Docket No. 84-1299, Aptil 1, 1985, p. v. 
(referred to subsequently as ••COMSAT filing^^). 

!§/ COMSAT filing, p. 62. COMSAT does warn, however, that 

ito latitude to respond to competitive challenges ••assumes, 

that the Comnission will not allow the operators of 
separate systems to use the Commission's rate regulation 
process to hamstring COMSAt's ability to compete in the 
market for satellite services. •• p. 63. 

il/ COMSAT filing, p. 28. 



out: 
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Even were INTELSAT'S charges to be reduced to zero, there is no 
assurance this would necessarily result in lower prices to the 
end user# enabling INTELSAT to compete more effectively* 

ThuSf while INTELSAT has demonstrated its flexibility to 
compete f its success in meeting any competitive challenges will 
be determined to a large extent by the pricing strategies 
adopted by the Signator ies to meet their own national 
objectives* 



In addition to INTELSAT *s flexibility in adopting services 
and setting charges, there are other factors related to the 
organization's unique market position that contribute to its 
capacity to respond to competitive challenges* 

INTELSAT'S Unique Market Position 

The INTELSAT system embodies economies of scale and scope 
not available to new entrants, and INTELSAT enjoys a breadth of 
coverage today that new satellite systems could not hope to 
replicate* in addition, INTELSAT'S vast excess space segment 
capacity can act as a barrier to entry* The high quality of 
INTELSAT service o; lerings and the "good will" developed 
w>rld-wide by providing years of high-quality service will maKe 



Additional INTELSAT and Market Considerations 
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the ocganization a focmldable competltoc# enabling it to 
compete through product differentiation by boasting an 
excellent track record and offering considerable technical 
expertise in advisory and support functions. Finally, because 
INTELSAT'S 109-natlon members are owners as well as usera, 
INTELSAT has a unique market position and enormous market 
power. New entrants will find, in many countries, they are 
competing for revenues with the user they wish to serve. 

Constraints on New Entrants 

One of the primary goals in the Executive Branch findings 
on separate satellite systems was to avoid significant economic 
harm to INTELSAT. To accomplish this, potential new entrants 
are restrlo*"ed to providing services not interconnecting with 
public-switched message networks. Existing separate systems of 
other countries face no such limi^atlons. The U.S. restriction 
is intended to protect the large majority of INTELSAT revenues 
from competition by separate transoceanic satellite systems. 
The constraint imposed on potential U.S. entrants is obvious 
and significant, leaving open only the emerging, highly 
competitive International market for customized business 
services and video. 

INTELSAT, however, faces no constraints upon the inter- 
national public telecommuncations service markets in which it 
may wish to compete. On this point, it is the potential U.S. 
entrants rather than INTELSAT who lack flexibility to compete. 
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special Considerations for Policymakers 



There is an appreciable risk that opening the INTELSAT 
Agreements in the name of pricing flexibility would invite 
unwanted changes in other important provisions of the 
charters. While the United States Government maintains its 
strong support for INTELSAT and for INTELSAT'S role as "a 
single global commercial telecommunications satellite system as 
part of an improved global telecommunications network.." others, 
both domestically and internationally, may want to challt^nge 
the precepts and assumptions upon which the existing Agreements 
are based. The effect that such views would have on a 
renegotiation of the Agreements is not at all clear. 

Furthermore, changes affecting charging poMcy for 
individual routes and geographic regions would hold an 
undesirable symbolic significance. One of the most highly 
publicized reactions to the prospect of separate international 
communications satellite systems se^. ...^^ the Atlantic region is 
the fear, expressed by many member nations, that their rates 
would rise steeply because of INTELSAT'S loss o£ revenues 
through competition. Under the criteria established by the 
Executive Branch which prohibit new entrants from inter- 
connecting with public switched networks, the large majority of 
INTELSAT revenues would be protected, significant economic harm 
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to the ocganizaton would be avoided, and dcamatic increases in 
any members' INTELSAT charges would be an unlikely 
consequence, 

Any change in future rates, up or down would, in any event, 
apply to all inerabers for a given, narrowly defined, service 
undac the current Agreements, If the Agreements ware to be 
modified, it is quite possible that users in different 
geographical regions would pay different prices for identical 
services/ with the lower traffic volume areas (such as the 
Pacific Ocean area) paying the higher price. Furthermore, 
INTELSAT could simply decide to not offer some services in some 
areas, even if users requested the service. 

Additionally, changing the Agreements now, before any real 
need has arisen, sets an undesirable precedent of modifying a 
viable treaty document on the basis of unsubstantiated, purely 
hypothetical arguments. 

Tummary 

INTELSAT'S ability to compete must be evaluated by criteria 
that go beyond pricing flexibility in its narrow meaning. 
Additional criteria include: pricing flexibility among service 

i^/ See, for example, "INTELSAT Economics" Summary Analysis, 
U.S» Department of Commerce, National Telecommunications 
and Information Administration, April 3, 1985, 
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offerings, product differentiation, quality of service, track 

record and expertise, available excess capacity, accumulated 

"goud will**, support facilities, market position and strength, 

and economies of scale or scope. 

The summary conclusion of the Legal Memorandum prepared by 

INTELSAT'S Legal Advisor is supportable and demonstrates a 

considerable degree of pricing flexibility, to wit: 

'*In establishing utilization charges, the Board of 
Governors has significant flexibility in determining the 
extent of cost recovery for each type of utilization and in 
defining types of utilization for which different charges 
may be set. . . . "ii/ 

Ariy focus solely on INTELSAT 'ft ability to vary its charges 
is misleading. In virtually all instances, INTELSAT *s charges 
constitute but a fraction of the overall circuit price. Even 
were Intelsat's charges to be reduced to zero, there is no 
assurance this would necessarily result in lower prices 
enabling INTELSAT to compete more effectively. If Signatories 
were to align end-usor prices more closely to INTELSAT'S 
charges, or INTELSAT were to deal directly with end-users more 
widelyr "pricing flexibility" might result in significant price 
variations. However, so long as INTELSAT remains insulated 
from end-users r which is likely to prove true in many nations 



i2/ INa.'^LSAT Legal Memorandum , p» 1. 
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foe some time, "pricing flexibility" is not necessarily the key 
to INTELSAT'S commercial expansion in an increasingly 
competitive world communications market. Rather, INTELSAT*s 
ability to compete successfully will be directly related to the 
individual Signatories* pricing strategies. 

Opening the INTELSAT Agreements for renegotiation with the 
aim of permitting price differentiation for a specified 
narrowly-defined service offering on the basis of who will 
utilize the service (on an individual basis) oic the geographic 
location of users is unnecessary* The effect of auch a change 
would be negligible in augmenting INTELSAT'S current strong 
ability to compete^ and could be detrimental to some countries* 

Given these considerations, there is little justification 
for opening the Agreements for renegotiation. INTELSAT'S 
current overwhelming market power and its currently available 
flexibility in pricing obviate any need to modify the 
Agreements. 
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Mr. DiNGELL. Do you have any economic analysis on this point at 
the State Department? 

Mr. Schneider. Economic analysis on the 

Mr.^ DiNGELL. On the point of the adequacy of Intelsat pricing 
flexibility to mejt the competition that will be allowed by the 
changes ^'hat the administration has recommended to the FCC. 

Mr. Schneider. It sounds like your question is a legd argument, 
not an economic question. 

Mr. DiNGELL. I am asking for two things that interact in this. 
One is the legal analysis, and the second thing is the economic 
analysis. I have asked you for the legal analysis. I am now asking 
you for the economic analysis. 

Do you h«\e any economic anadyses or studies on this point? 

Mr. ScH^iEmER. I'm still not sure if I understand the problem. If 
they have t\e legal authority within the existing articles to flexibly 
price their services, then that would argue that they could get into 
this market. 

Mr, DiNGELL. What you are telling me is that you do not have 
the economic analysis on this point. 

Mr. Schneider. What I am telling you is, I do not understand 
how this question of economic analysis is relevant to the question. 

Mr. DiNGELL. Let me just ask you, do you know what an econom- 
ic analysis is? 

Mr. Schneider. Yes, sir. 

Mr. DiNGELL. What is it? 

Mr. Schneider. It is a study of the economic consequences of al- 
location of resources. 

Mr. DiNGELL, I think that is an excellent definition. Do you have 
anything like that in connection with the State Department and 
the Administration's position on the matter of competition for 
Intelsat? 

Mr. ScHNFiDER. In terms of the notion of competitive satellites, 
yes, we have studied the economic issues relating to separate sys- 
tems. 

Mr. DiNGELL. Would you iubmit those to us, please, so we can 
look at them? 
Mr. Schneider. Yea. 

Mr. DiNGELL. Have you at the State Department studied the 
effect that the Administration's position would have on the U.S. 
telecommunications industry? 

Mr. Schneider. The State Department has not been directly con- 
cerned with that portion of it. The Department of Commerce has 
done that in the interagency body. 

Mr. DiNGEXL. Have you at the State Department performed stud- 
ies of what impact this recommendation would have on U.S. tele- 
communications manufacturers? 

Mr. Schneider. The game rei^ponse, Mr. Chairman. 

Mr. DiNGELL. I find it very intp.restmg that you appear to be 
making the policy and the Department of Commerce is conducting 
the studies. I would assume that it would be done in somewhat dif- 
ferent fashion— that the agencies conducting the studies would be 
maicing the policy. 

And I find a little confusion in the Administration on this par- 
ticular point. 
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Mr. Schneider. Mr. Chairman, we have an interagency entity to 
do this, because telecommunications is a subject that is sort of like 
energy. It gets into the interests of almost every agency of Govern- 
ment, and so the Commerce Department has contributed its eco- 
nomic analyses as part of the overall governmental determination 
on this subject. 

Mr. DiNGELL. Who is making the policy, the State Department or 
the Commerce Department? 
Mr. Schneider. It is a governmentwide policy. 
Mr. DiNGELL. Governmentwide policy? 
Mr. Schneider. Yes. 

Mr. DiNGKLL. And who is making the governmentwide policy, the 
State Department or the Commerce Department? 

Mr. Schneider. It is made jointly. All of the agencies of Govern- 
ment that are interested in the subject. 

Mr. DiNGELU I apologize for exceeding my time, Mr. Chairman. I 
have always understood that the State Department repr^ented 
this country abroad, and that the policy it presented to the rest of 
the world was made by the other Departments. It appears that this 
administration functions differently. 

Thank you, Mr. Chairman. 

Mr. WiRTH. Thank you, Mr. Chairman. 

Perhaps Mr. Markey might follow up and answer a similar set of 
questions to see what the Commerce Department has in thir area. 

Have you looked at the issue of pricing flexibility, or talked to 
Intelsat? Do you have available documentation on the subject of 
pricing flexibility? 

Flexibility is obviously a key issue. We don't want to get into a 
situation where Intelsat would perhaps, as a result of competitors, 
drop their price for a particular service so dramatically on one 
route that it might lead to dramatic rate increases for other people 
around the world. 

But if Intelsat already has the pricing flexibility and can use 
that, that kind of deaveraging should not be a troublesome issue. 

Mr. Markey. Mr. Chairman, when the President made his deci- 
sion, he felt there were two areas that ought to be looked at to 
make sure that Intelsat could continue to compete in the so-called 
customized services. 

One was the so-called direct access issue, which we decided 
among us would be handled by the Department of Commerce. We 
have done so by filing a petition at the Commission to increase 
direct access to Intelsat. 

Under our agreement with the State Department in dividing up 
responsibilities here. State has the responsibility of interpreting 
the treaty. So we have not done an analysis with respect to the 
pricing flexibility. 

We have done some economic analysis with respect to significant 
economic harm. 

Mr. WiRTH. We will come back to that. But on the question of 
flexibility, have you gone to Intelsat or asked them for informa- 
tion? Have you asked them for analyses they may have on pricing 
flexibility? 
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Mr. Markey. We have been provided with several opinions that 
they have received from outside counsel concerning pricing flexibil- 
ity. 

Mr. WiRTH. What do those opinions suggest? 
Mr. Markey. They suggest, as you might expect, that they do not 
have enough. 

I must say, my people, when they look at this issue— and again, 
we have not done an indepth study— inform me that there are a 
number of instances where Intelsat has had an opportunity to price 
their services in a very flexible way. And we would be happy to try 
to provide you with some of those examples, becau'Je it seems they 
indicate that they do have a great deal of flexibility, even though, 
as I say, it was not our determination. 

Mr. WiRTH. You are saying that you have information from 
Intelsat which suggests that they already have significant pricing 
flexibility? 

Mr. MARKEY. It seems significant to me. I suspect people can 
differ. 

Mr WiRTH. Intelsat thinks they have the pricing flexibility? 
They are the ones who are worried about this. If that is already the 
case, then what are we concerned about? 

Mr. Markey. I don't think they think it is suflicient, but when 
we look at the documents, we think it is. 

Mr. WiRTH. Can we get those documents for the record? 

Mr. Markey. We will tiy to do that. As you know, some of those 
documents are restricted. I don't know whether we can put them in 
the record or not. We will ask. 

[The documents referred to by Mr. Markey may be found at p. 
198.1 

Mr. WiRTH. We could get our staffs to work together. You might 
also get Mr. Schneider's input on this subject. It seems to me that 
pricing flexibility and significant economic harm are the two big 
issues, and we have to better understand them. 

Mr. Schneider, you wanted to respond. 

Mr. Schneider. On page 7 of my testimony, there is a quotation 
from the legal adv sor for Intelsat that con.ments on the pricing 
flexibility. I would refer the committee's attention to that. 

Mr. WiRTrt. I doxi't think it is the determination of the President 
or anyone else that we get into a situation where price flexibility 
would be used in a way that would harm other users. That is cer- 
tainly not my understanding of what the administration wants to 
do. 

And it is my understanding as well that there can be a different 
interpretation of the price flexibility than simply deaver aging the 
rate for a particular service. If Intelsat already has the flexibility 
and if it is not the problem it is made out to be 

Mr. Fowler 

Mr. Fowler. I want to make one point that you touched on brief- 
ly at the beginning of your comments. 

For 2 years now, Intelsat has known of these alternative satellite 
proposals. They can presumably at any time, when the Assembly of 
Parties meets, change the agjreement in ways that they deem nec- 
essary to provide more flexibility. As I indicated to you, it would be 
several more years ultimately before any system could be oper- 
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ational, if indeed the Commission were to grant them. So even now 
they have time, if they want to change the Intelsat agreement be- 
cause they feel it does not give them flexibility. 

Mr. WiRTH. Let me move to the glut of capacity issue. 

Is it the case that there are a variety of undersea cables that are 
already authorized or being built? 

Mr. Fowler. Yes. 

Mr. WiRTH. Isn't the capacity of the undersea cables much great- 
er than that of all of the competitors combined? 

Mr. Fowler. I am not sure what tte comparisons are, but you 
are absolutely right. The new fiber optic cables have great capac- 
ity. 

Mr. WiRTH. The answer is, "Yes, Mr. Chairman." Therefore, if 
there is all of this capacity and there is concern about glut, then it 
seems to me, if we want to save Intelsat, then the logical conclu- 
sion is that we outlaw the new undersea cables; isn't that right? 

Mr. Fowler. Right. 

Mr. WiRTH. Bx^t we're not doing that? 

Mr. Fowler. That is correct. And there is no law that prevents 
the cables. 

Mr. Markey. You go one step further to say that we outlaw new 
technology. 

Mr. WiRTH. That argument has been made from time to time. 
We have been through a lot of that on this committee, as you 
know, Mr. Markey. 

Mr. Markey. Yes, sir. 

Mr. WiRTH. Is it the case that in proposing the service restriction 
on separate systems, the administration suggested that a great 
amount of Intelsat's revenues are derived from public-switched 
communications? 

Mr. Markey. Yes, sir, it did. 

Mr. WiRTH. The admmistration*s proposal would protect about 80 
percent of Intelsat's revenues? 
Mr. Markey. That is the intent; yes, sir. 

Mr. WiRTH. Given that fact, can you give me a sense of what the 
economic harm might be? Are there any studies of economic harm, 
given that we would protect 80 percent of Intekat's revenues? 

Mr. Markey. We have some estimates. It is a very nominal 
figure. The figure we came up with— and again, it depends on the 
assumptions you make here, and I v/<juld like to provide that to the 
members of the committee, so that they can look at the that we 
have made — it is a very low figure. We figure somewhere between 
5 and 10 pel cent. 

Mr. WiRTH. Is this a new study, Mr. Markey? 

Mr. Markey. I do not want to call it a study. It is a summary 
analysis of the materials that we went through over the past year 
and a half. It is about a 10-page analysis that indicates the assump- 
tions we made and what we think those assumptions would mean 
with respect to Intelsat and economic harm to Intelsat. 

And again, I say that it turns out that it would be a very nomi- 
nal figure, particularly when you figure that what happens with 
the Intelsat price in most of the lesser developed countries, is it 
marked up anywhere from 5 to 15 times, so that there is an awful 
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lot of mark-up at the local level. And when you factor that into it, 
it becomes a very small figure. 

Again, that is with the assumptions we have made. And people 
can argue about assumptions that you make. 

Mr. WiRTH. Your summary of all of the facts and figures would 
suggest that the economic harm is not, in the words of the law, sig- 
nificant? 

Mr. Markey. Yes, sir. I think that is a fair statement. 
Mr. WiRTH. Thank you very much. 
Mr. Nielson. 

Mr. Nielson. I have no questions. I am interested in this topic, 
however. 

If you would explain to me— it is not a question— but why does 
Intelsat insist that they not be able to provide switched communi- 
cations service? Why would the President make that restriction? 

Mr. Schneider. The motive for this, Mr. Nielson, is, m order to 
preserve the economic viability of Intelsat, which we are commit- 
ted to by international agreement, that by denying new applicants 
the right to compete directly with the main revenue base of 
Intelsat, we can protect its economic viability while forcing new en- 
trantii to provide new services that are not currently provided, so 
the resources -vould not, in effect, be duplicative of an internation- 
al system trying to compete, but instead apply the newly emerging 
technology to meet new needs that cannot be fulfilled by services 
that are connected to the public switched networks. 

Mr. NiEUSON. Is this an interim situation, so later they could get 
into the switched communication services? Do you think it might 
lead to that at some subsequent time? 

Mr. Schneider. This anxiety has been raised. But the intention 
IS not to allow competitors at any time in the future to go into the 
public switched networks, but to mstead focus on new applications. 

Mr. NiEUSON. I apologize for not having been here. We were in a 
Health Subcommittee upstairs that has been going on since 9:45 
this morning on the minor matter of Medicare and Medicaid. 

But let me ask a question that I thmk Mr. Swift was just asking 
as I came in, and that is, what is the impact of this proposal on the 
other 107 countries? I understand the impact pretty much on this 
country. What is the impact on some of the smeJler, less viable 
countries? 

Mr. Schneider. The impact on the smaller countries with respect 
to the voice traffic that goes on the public switched network would 
be insignificant, because that portion of Intelsat's capability is pro- 
tected by the recommendation of the President. 

This provision of new services would provide, as the proliferation 
of new services arises on the scene, it could reduce the cost of com- 
munication between one country and the— any country and other 
developing countries which— because of the impact of high telecom- 
munications costs on the costs of doing business in these countries, 
it could stimulate economic development in these countries. 

Mr. NiEUSON. Let me ask Mr. Markey one question. 

Chairman Dingell asked the gentleman from the Department of 
State a question about economic analyses. He implied that the 
Commerce Department was doing them instead. 
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In doing the economic analyses, which I assume you are going to 
submit to the committee, do you take i..to account the State De- 
partment's objectives, and if so how? 

Mr. Markey. Do we take into account their objectives? 

Mr. NiELSON. Yes, 

Mr. Markey. Yes, sir, we certainly do. 

Mr. NiELSON, Do you look at the impact on the other countries as 
well in this analysis? 

Mr. Markey. We look at it in a broad sense. We certainly have 
not looked at it in the case of each country. 

Let me give you some exai?iples, though, which might be instruc- 
tive. The Intelsat charge right now for international voice data cir- 
cuit via satellite to each side— it takes two participants here— 
would be about $390. The foreign half would cost, for instance, in 
the Philippines— they have marked that up to $9,500; $8,541 in Ar- 
gentina; $5,087 in Kenya. 

So what is happening is that they take the Intelsat price, and 
then they increase that price to pro\dde some of their own needs, 
financial needs, and most of the markup is being paid, I think, by 
American users for the most part. So we really are subsidizing 
them. We are not just subsidizing service. We are subsidizing, in 
some cases, their telecommunications infrastructure. 

I do not mind us helping developing countries, but it seems to me 
we are now at a point where it is time to give American users a 
break through iise of American technology. 

We have a very strong deficit in trade, and if there is some way 
we can help bring that deficit down by providing our users with 
new technology to satisfy their needs, we ought to be doing it, 

Mr. NiEtsoN, Thank you, Mr. Chairman. 

Mr. WiRTH, Thank you, Mr. Nielsen. 

Mr. Swift, 

Mr. Swift. Thank you, Mr. Wirth, 

Returning to rate flexibUity, doesn't rate flexibility that means 
anything have to be on a route-by-route basis? Or doesn't rate flexi- 
bility, to be effective, have to be on a route-by-route basis? 

Mr. Schneider, Rate flexibility, we think, is most appropriately 
seen in the context of service-by-service rather than route-by-route. 
The Intelsat agreement provides for—provides the same prices for 
the same service on a worldwide basis. 

^ The proposal that the administration is making is that this prac- 
tice be continued. If new services are offered, for example on the 
North Atlantic route, then Intelsat, we believe, has the pricing 
flexibility to offer a competitive price for that new service without 
affecting any of the other services that it offers or the prices for 
the other senr'ces. We think the flexibility that is built in to the 
existing Intelsat articles is adequate to allow them to compete 
without undermining their revenue base that sustains the voice 
communications through the public switched network, 

Mr, Swift, I gather that you agree that they do not have flexibil- 
ity on route-by-route ratesetting, 
» Mr, Schneider. That is my understanding, yes. 

Mr, Swift. The chairman asked you a question about an econom- 
ic analysis, and said you understood why a legal analysis was 
needed, but not why an economic analysis was. 
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When Secretary Baldrige wrote to Secretary Schultz last Novem- 
ber, he said the submission to the FCC should express a very clear 
position on pricing flexibility for Intelsat. But the SIG report does 
not address that issue. 

In fact, what you said in your statement today was that Intelsat 
has a great deal of flexibility, which presupposes that you have de- 
cided what is enough flexibility. 

Now how do you determine what is enough flexibility, if you do 
not have an economic analysis? 

Mr. Schneider. Because we believe the flexibility is complete in 
the sense that Intelsat can offer any price it chooses to meet com- 
petitors for new services, consistent with non-predatory pricing 
practices. The flexibility is, by definition, sufficient to cope with 
competition. 

Mr. Swift. In your judgment. 

Mr. Schneider. Yes, because the flexibility is infinite. 

Mr. Markey. May I comment on that? 

Mr. Swift. Certainly. 

Mr. Markey. What I don't understand, if Intelsat really believes 
that they do not have sufficient pricing flexibility, is why don't 
they come forward with a proposal to change those parts of the 
Intelsat agreement and give us an opportunity to look at them? 

I do not think we have locked ourselves in stone in any of these. 

Mr. Swift. I do not think that is an unreasonable suggestion at 
all. I presum<^ by that that you would be supportive of a reasonable 
proposal to provide route-by-route pricing flexibility for Intelsat. 

Mr. Markey. I think we would at least have the chance to look 
at what they think they feel they need to have sufficient pricing 
flexibility. We could then make a determination. 

Right now, we havs to prove a negative. When we look at what 
theyA-e done in the past, when they have gone in and dickered over 
business with some users, it seems to us they have been able ti be 
very flexible in the prices they have given to them. If they do *: .t 
consider that enough, I think it would be very interesting to us at 
the Commerce Department — I do not want to speak for the State 
Department— to see what further changes they feel they absolutely 
have to have to be able to compete, because we want them to be 
able to compete. We do not want to keep them out of the business. 

Mr. Swift. I am pleased with that flexibility on the part of the 
Commerce Department. 

Would the State Department be supportive if concern were ex- 
pressed by Intelsat for additional rate flexibility? 

Mr. Schneider. Intelsat can, at any time they choose, within the 
terms of the existing articles, make the changes they deem neces- 
sary. The fact that they have not chosen to do so in the past 2 
years indicates that they agree with their legal advisors, that they 
have sufficient price flexibility to deal with the circumstances, at 
least as they see them. 

Mr. Swift. You are going to provide the economic an£dysis that 
the chairman asked for so that we can find out what flexibility 
means and what enough is, and some of those kinds of things? 

Mr. Schneider. Yes, as I said, we will provide our documenta- 
tion. 
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Mr. WiRTH. I would like to follow up on the flexibility issue. 
Price flexibility can be on a routing basis, but it can also be on a 
technology basis; isn't that right? 

Mr. Schneider. Service basis. Mr. Chairman, if I could, the idea 
of having discriminatory pricing as between different routes would 
strike at the heart of Intelsat. 

Mr. WiRTH. I want to come back to that as an additional issue. If 
you talk about price flexibility solely on a route-by-route basis, 
would not be a full and fair definition of what is meant by flexibil- 
ity. 

Mr. Schneider. That is correct. 

Mr. WiRTH. Doesn't Intelsat currently price also on the basis of, 
for example, whether or not one uses a big dish or a small dish? 
Isn't that right? 

Mr. Markey. I think that is correct. 

Mr. WiRTH. And they also set their rates according to whether 
one is using a trarisponder on a full-time basis or a part-time basis, 
isn't that right? 

Mr. Schneider. Yes. 

Mr, WiRTH. Intelsat has all kinds of pricing flexibility depending 
on what kinds of technologies are being used and what kinds of 
technology Intelsat has chosen to encourage; isn't that right? 

Mr. Schneider. That is correct. As I said to Mr. Swift, the flexi- 
bility is infinite. 

Mr. WiRTH. It seems to me they already have a lot of flexibility 
built into the way that they price today. They are pricing some 
things to encourage certain technologies; isn't that right? 

Mr. Schneider. That is correct. 

Mr. WiRTH. Therefore, when we talk about flexibility of pricing, 
we could conclude that it already exists. 

Mr. Schneider. That is correct, Mr. Chairman. 

Mr. WiRTH. I would hope the documents you provide us, Mr. 
Markey, would give us an opportunity to look at that in greater 
detail, and determine whether Intelsat itself believes it has this 
flexibility. 

If I could ask you, Mr. Schneider, going back to your point earli- 
er, are there foreign policy ramifications that might flow from any 
U S -initiated effort to change the Intelsat agreement to allow for 
deaveraging? 

Mr. Schneider. That is certainly one of the concerns that we 
would have about a change in regulations. It is not unlike concerns 
that people would have about changing the Constitution. It can 
raise many other issues that are— that could strike at the heart of 
the concept of Intelsat which is the notion of global average pric- 
ing, or the same pricing for the same service on a worldwide basis. 

Therefore, it would be~it could be unsettling to change the 
rules. 

On the other hand, because we believe that they have sufficient 
flexibility within the existing rules, we do not see that the notion 
of having to change the rules comes up. 

Mr. WiRTH. There could be serious foreign policy implications if 
you got into a situation where, assuming that Intelsat wanted to 
drop its rates in areas that were heavily used, like above the North 
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Atlantic, they then dramatically increased their rates in areas that 
are more sparsely used, say in the South Atlantic. 
. Mr. Schneider. Absolutely. 

Mr. WiRTH. That would then be the Third World countries effec- 
tively subsidizing Europe and the United States. 

Mr. Schneider. That is correct, and they have spoken on this 
issue already, Mr. Chairman. 

Mr. WiRTH. And we do not want to see that sort of thing happen. 

Mr. Schneider. Certainly not. 

Mr. WiRTH. Isn't that part of the determination by the State De- 
partment, that you would fence that particular capability and not 
allow it to happen? 

Mr. Schneider. That is correct, and that was behind the Presi- 
dent's motivation in preserving the integrity of Intelsat and its eco- 
nomic viability. 

Mr. WiRTH. Let me move to a different foreign policy issue. 
Somebody is going around stirring up a lot of other countries, 
saying: 

Oh, woe, the United States is going to lower its prices across the North Atlantic 
amon^ the developed countries. The developed countries are going to get together 
and discriminate against the less-developed countries, and that is not a good thing 
to do. 

Mr. Schneider. That is correct. 

Mr. Wtrth. That is one of the arguments that is being made 
against competition. To counter that, I would suspect the State De- 
partment must be undertaking efforts to go around to the other na- 
tions and explain to them what the policy is all about and why we 
are doing it. 

Mr. Schneider. Yes; that has been one of our major activities 
since the Presidential determination in November of last year- 
Mr. WiRTH. It doesn't sound to me like you have been very suc- 
cessful in doing this. 

Mr. Schneider. On the contrary. If I could go through the time 
sequence, why I think this problem has emerged and now we are 
addressing it. 

Mr. WiRTH. Maybe you could say that and let me go back to Mr. 
Swdft and then come back on my time. Mr. Swift has some other 
questions. 

Mr. Schneider. OK. 

Mr. Swift. Thank you, Mr. Chairman. 

Sure, there is Third World concern about rate increases by 
Intelsat That is my concern. I just do not find it very persuasive 
that this other rate flexibility you say is there is going to protect 
the Intelsat from the cream slumming we have seen occur in the 
telephone system here in the United States. 

I did, I think, hear the chairman draw from you the fa :t that the 
State Department would oppose any request by Intelsat for route- 
by-route rate flexibility. Is that what I heard you say? 

Mr. Schneider. That would change the character of Intelsat. We 
would oppose it. 

Mr. Swift. Thank you. That is very interesting. 

Mr. Markey, you stated that virtually no economic communica- 
tions policy, trade, defense, foreign policy or regulatory topics have 
not been carefully scrutinized in preparing what became this SIG 
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report. And I continue to draw these parallels with our domestic 
telephone situation, which some people think is wonderful; I do not 
know of any consumers who think it is wonderful; there are theore- 
ticians who think it is wonderful. In the domestic telephone situa- 
tion, competitive long distance carriers were at first limited to pro- 
viding specialized long distance services to large businesses. 

Then we discovered that these domestic competitors could not be 
profitable unless they are able to connect into the public switched 
telephone network. And, now, this ominous parallel We are— mter- 
nationalljr— proposing to allow competition. But limit it to special- 
ized services to large businesses. 

That did not work domestically. The first question is why do you 
think that is going to work internationally? 

Mr. Markey. It is a totally different situation. First of all— well, 
I respectfully disagree with you. I have a paper here that I would 
like to give to your staff dealing with the restrictions that have 
been proposed on these new entrants. 

When you look at the international situation and you look at 
how, particularly in Europe, how strictly those PPTs control their 
commimications facilities, we are not dealing with a situation like 
we have in this country. I think that is a m^jor difference. 

Rather than us being able to make a unilatered decision that we 
are going to open up the whole ball game to competition, we 
cannot do that. We would have to rely on other countries who 
would want to do the same thing. 

Now I am not going to tell you that there is never going to be a 
time that might not be in the interest of everybody. It could be. I 
don't know. I am not one of those people that thinks that just be- 
cause you have got an organization and it has been Si .ccessfiil, that 
it IS going to be successful 30 years from now. I don't know that. I 
don t think we want to lock ourselves into that. 

Mr. Swift. Aren't we getting back to the problem of trying to 
put toothpaste back into the tube? The examples— and there are 
not many in our society— in which we permitted people to get into 
something and then changed policy and drive them back out. Once 
they are in, they are in. 

Mr. Markey. I would agree with that. 

Mr. Swift. Once we start this, we have started it. There is no 
retreat. If the judgment you are making is v^rrong, we are stuck 
with it. It seems to me if we let people m and find out that as lim- 
ited as we permitted their entrance in the first place to be, it does 
not make them economically viable, then it will not be long before 
we are going to be saying we have to reduce some of the restric- 
tions in ordei to permit them to survive. And then we are down a 
road that is exactly analogous to what happened to us here in our 
domestic telephone system. 

Mr. Markey. If it goes like that, I would agree with you. All I 
can tell you is that our intention— at least I can speak for the De- 
partment of Commerce— is that we have made it clear to these 
people that you had better not come back 2 years from now and 
say we cannot make it under these restrictions. We are not about 
to change them, 

Mr. Swift. I don't have any faith that you can hold that line. 
What studies have you done to Jetennine the amount of specialized 
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services that will be generated by the new competitors? Have you 
got ^at information? 
Mr. Markey. As I say, I think some of that was in our white 

Eaper. It is very hard to predict those kinds of things, but at the 
department of Commerce we do make some projections as to traffic 
in the future. I have talked to my engineers and they think and 
they tell me that the services that these people are proposing to 
put into place are services that Intelsat just does not provide right 
now. And that fact, I think, is going to encourage a great deal of 
traffic. 

Mr. SwiBT. Mr. Chairman, I am right in the middle of a line of 

?uestioning, and I ask unanimous consent for 2 additional minutes, 
want to get zo the new services a little later on. 
Do you have any studies on how much revenue the new competi- 
tors will need to be economically viable? 
Mr. Markey. I don't. 
Mr. SwiBT. Does anybody? 

Mr. Markey. I don't know if that is our concern. Our concern 
here is to get Government out of the way of using American tech- 
nology to supply American users. We are not going to guarantee 
them that they are going to be successful I think they are going to 
have a very tough road. 

Mr. SwiBT. What studies do you have that show any information 
as to whether tKe new systems will have enough business to sur- 
vive witihout some of the restrictions that are currently being pro- 
posed being lifted? 

Mr. Markey. I don't have any. 

Mr. SwiBT. If I understand you correctly, we have not predicted 
the amount of specialized services that will be generated by the 
new competitors. We do not know what revenues they need. We do 
not know whether there is enough business for them to survive. 
But I believe you agreed with me earlier that once we open some 
field of endeavor in our society, we do not shut them out. 

Now what I am suggesting is that you are moving into this area 
with admittedly no information that tells you, you are not going to 
have to tiy and stuff the toothpaste back into the tube. 

The point the gentleman from Louisiana made, I thought, an 
hour and a half ago or so. 

Thank >ou, Mr. Chairman. 

Mr. WiRTH. Mr. Markey, when a computer company starts in sili- 
con valley, do you do a study of the economics of the company to 
see if they can survive? 

Mr. Markey. No, sir. 

Mr. Wirth. Do you do a study of the market to see if there are 
too many computers out there? 
Mr. Markey. No, sir. 

Mr. Wirth. And if there get to be too many computers in the 
marketplace or too many computer companies, what happens to 
them? 

Mr. Markey. They go out of business, I assume. 

Mr. Wirth. They take a shot at a certain part of the market. If it 
works, fine; if it doesn't work, what happens? They go belly up; 
right? 

Mr. Markey. That is the American way. 
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Mr. WiRTH. That's what ! thought. 
Mr. Swift. Would the chairman yield? 
Mr. WiRTH. I would be happy to yield. 

Mr. Swift. You are not suggesting that an industry that has 
never been regulated, one totally free of government regulation, a 
free enterprise system, is analogous to what the gentleman from 
Washington was talking about, are you? 

Mr. WiRTH. No. I'm talking about Procter & Gamble and tooth- 
paste. 

Mr. Swift. Good. 

Mr. Wirth. Mr. Schneider, do you want to fill us in a little bit 
more on what the State Department has been doing to calm the 
fears of some of the other participants in Intelsat? 

Mr. Schneider. Yes, Mr. Chairman. Thank you for offering me 
an opportunity to do this. 

If I may just offer a brief characterization of the sequence of 
events, because I think that has influenced hovA thic problem has 
evolved. 

When the applications were originally filed by the sponsors of 
separate systems, speculation began to circulate in the press, and 
this certainly covered the year-long period in which the Govern- 
ment was studying the matter. A good deal of sensational although 
inaccurate press coverage ensued. 

And the press coverage resulted in a number of comments in the 
form of letters and other representations by foreign governments 
expressing apprehension about the notion that the United States 
was simply going to ignore Intelsat and license systems competitive 
to Intelsat. 

This sort of undermined the interests in global average pricing, 
for example, that many of the developing countries had an interest 
in. 

When the President made his determination in November of last 
year the Department immediately went to work on the individual 
countries, going back to— through our posts abroad, in the first in- 
stance to acquaint people with the character of the President's de- 
cision, the restrictions that were being placed on it by the Presi- 
dent's proposal, and underscoring the U.S. concern for the viability 
of Intelsat. 

We followed this up by bilateral meetings in countries wth a 
number of Intelsat signatories and we will be continuing to do this 
on an ongoing basis for the foreseeable future to continue to work 
on this problem. 

As a consequence, I think the initial efforts bore fruit, because by 
the time we got to the Assembly of Parties in January of this year, 
the parties basically now adopted a wait and see attitude. 'Hiere 
was not the kind of jumping to conclusions that we saw prior to 
Novenaber, prior to the President's decision. 

I think we are on the right track, but it does require continued 
efforts. 

Mr. Wirth. I would suggest from all that I have heard in the last 
2 or 3 months that perhaps you might want to increase that effort 
quite significantly, as I think there is an enormous amount of con- 
fusion out there. And if I were to weigh the amount of argumenta 
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tion, you are on the losing side of that— in terms of volume— and 
the State Department ought to renew its efforts. 

Mr. Schneider. It does take a considerable amount of time to get 
this around. There are 190 signatories that we have to get to. The 
FCX! has not completed its process. We have a couple of steg^ to go 
through before the matter can be completely laid out to the foreign 
countries. , . , ^ 

Mr. WiRTH. You can certainly get out to 109 embassies or what- 
ever information as to what the U.S. Government's position is, so 
that no matter what the FCC comes up with, we as a country are 
not embarrassed or misunderstood or whatever. 

Mr. Schneider. We are doing that, Mr. Chairman. 

Mr. WiRTH. I appreciate that, and I hope that you will contmue 
to do so. . . . • 

Mr. Swift, do you have more questions of our distinguished wit- 
nesses today? 

Mr. Swift. Yes, I do, Mr. Chairman. 

It seem to me that we all agree in general terms what ttie advan- 
tages of Intelsat are to this country, as well as others. They have 
been in the white paper, and you have expressed them here. 
Whether or not there is going to be economic harm to Intelpat 
really depends, when you really get down to it, on how separate 
the separate systems are. You recognize that by maJung a proposal 
to the FCC that you feel is adequate to keep them separate from 
the switched network. The FCC is examining that now. 

We— some of the members— have expressed skepticism about 
whether or not that will work. That seems to be the focus— what is 
economic harm? . 

Now if there is not going to be any significant economic l^rm, 
which is the term used in the white paper almost as a term of art, 
how do we measure significant economic harm? 

What is the yardstick that the administration uses to conclude 
that there will be no significant economic harm? 

Mr. Markey. First of all, I will make sure that I give you our 
analysis of the economic harm question, so that you can see how 
we went at it, . , . , t i x 

In the end, I think it is going to be done within the Intel^t 
framework. As you know, the President made it clear that he 
wanted us to go through article 14(d) coordination, which means 
that we are going to submit this to Intelsat. We're going to let 
them look at it. We're going to see what they come up with. 

We have not said that we're going to be bound by what they 
come up with, but I think that we are going to be interested in how 
they look at economic harm. 

I must say, when I look at it, I try to compare it to some of the 
other systems ti at are now already in existence and that have al- 
ready been coorolnated, and it seems to me that where you have 
Eutelsat— that now has two satellites up there, I think— and as I 
indicated, I saw an article here where they're going to put another 
three up, and that apparently is not significant economic harm to 
Intelsat. 

That tends to tell me something. I think you have to relate it to 
the other events that have already occurred within the Intelsat 
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framework and try to make a judgment as to whether this meets 
those requirements. 

Mr. Swin-. Forgive me. That sounds awfully mushy to me. 

I know this is not an area in which, you know, you can go out 
and prove something. I understand that. But given what everyone 
agre^ is ndmg on this decisica— the quality of Intelsat, what it 
has done for the U.S. economically, what it has done for us in 
terms of our foreign policy— that seems like an awful mushy eco- 
nomic basis on which to go about fixing a machine that ain't broke. 
I will say that again. 

Mr. Markey. I don't think we're trying to fix anything. 

Mr. Swift. That is exactly the point, because nothing is broke. 
We shouldn't be trymg to fix it. 

Mr. Markey. Let me say, whether or not it is broken is a matter 
of opinion. I think if you are a user and you cannot get the technol- 
ogy that you would like to get and use, then you might think it is 
broken. 

So there may be those out there who feel that the Intelsat 
system is broken, to the extent that it is not providing services that 
they would like to have. The technology is there and not available, 
vided? services that are going to be pro- 

Mr. Markey. When I say "new services," I mean services that 
can be provided with smaller Earth stations for smaller cost than 
Intelsat can provide them. 

Mr. Svv'iFT. You are talking about configuring. You're not really 
talkmg about new services. 

Mr. Markey. You are talJdng about the configuration of the sat- 
ellite, the power of the satellite, the size of the earth stations, what 
trequenciesyou are using. All of these ihings go into the equation. 

Mr. Swift. When you say "new services," you are not talking 
abou. analog and digital communications, data collection and dis- 
tnbution and teleconferencing? 

• MrjMARKEY. Let's be clear. Intelsat can provide data transmis- 
°^°«7\. ^ provide video transmission and teleconferencing. 
• r"5* ^ ^* ^6^6 ^ how that is done and how convenient it 
w to the customer and what the price is. That makes a heck of a 
ditterence as to whether you use it or not. 

Mr. SwiPT. Without intending to, it may be that the term "new 
service bv the layman would be interpreted as the services I just 
listed. You re not talking about those types of services at al!. 

Mr. Markey. I think there has been some misunderstanding. I 
think we did not clarify it enough for you; yes, sir. 

Mr. Swift. That's fine. Just a few last questions. 

Chamnan Fowler, on the process— and I know you went through 
this vnth the Chairman of the Full Committee— but I am puzzled 
about the fact that you are holding both an inquiry and a rulemak- 
i?^ simultaneously on this. Because it leads to the possibility that 
the FCC can come up with a rulemaking and implement it without 
the public— and that means Congress and the administration and 
competitors and foreign Governments, anybody who wants to talk 
about It— without them being able to respond to whatever your 
specific proposal is. And that seems, on the face of it, though legal 
and vnthm your authority, unfair. 
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I did not hear an assurance to the Chairman that when, in fact, 
you finish the inquiry and the rulemaking, that you are going to 
provide a time to comment. I think you said to him that somebody 
would be within their rights to petition for a rehearing and so 
forth. 

I do not see why you should not be willing to have a rulemaking 
where people could come in and respond specifically to what you 
have put into the rulemaking. 

Mr. Fowler. Anyone who reads the NOI has a very clear idea of 
the issues that the agency is considering. 

Mr. Swift. It's not the issues, it's your answer that is interesting. 

Mr. Fowler. It is clear that the central focus of that inquiry is 
the executive branch determination, which is (a) that in the nation- 
al interest, alternative systems are required; (b) if they are author- 
ized by the agency, that these limitations be placed on their oper- 
ation; and (c) that they be entered into consultation under 14(q) of 
the Intelsat agreement prior to their going into operation. 

Mr. Swift. What's the riish? 

Mr. Fowler. And then we ask other questions— impacts on do- 
mestic satellite manufacturers, how do we measure economic harm, 
what are the criteria, how do we then determine what is signifi- 
cant economic harm. 

Anyone reading that document knows exactly what the issues 
and the proposals that the agency is considering are. 

Mr. Swift. What's the rush? 

Mr. Fowler. It has been 2 years since the applications were first 
filed, Mr. Swift. It will be another year to 18 months before any 
final authorizations could be granted to these fdternadve systems. 
And I think that is a rather long timeframe. I don't think it is a 
rush. 

Mr. Swift. You do not think there is any rush? Did you mis- 
speak? You do not think you are rushing it? 
Mr. Fowler, No. 

Mr. Swift. Still it is an extraordinarily compressed proceeding 
for the FCC. I do not understand why that is necessary. It would 
not extend the time that much. 

The impact of the issues that are at stake here, if this decision is 
wrong, are enormous. And I think we have had some agreement on 
that. We have gone over and over and over that again today. I 
simply point out that you have it within your authority in terms of 
the rulemaking to come out with something that is not what the 
recommendation of the administration is, 

I think a lot of nervous people would be a lot less nervous if they 
knew that once you decided what you wanted to do, then they were 
going to get a chance to comment on it, rather than commenting 
or. what the administration has proposed and anything else the 
mind of man might conceivably want to come out of this situation 
with. Because the FCC could do that, 

Mr. Fowler. I really agree with you in one sense. It is clear, I 
think, from a reading of the document what it is that the agency is 
proposing. But if we were to veer from that and do something quite 
different, I want to assure you now that we would call for another 
round of comments and another proceeding in that eventuality. 
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Mr. Swift. That is some comfort in a hearing in which there has 
not been a lot. 

I want to thank you gentlemen for sitting here so long, and I 

m,*^^*^ indulgence of the Chair. I appreciate it very 
much. Thank you. ^ 

Mr. WiRTH. Thank you very much, Mr. Swift. We appreciate 
your very good questioning of our distinguished witnesses today. 

Gentlemen, unless you have closing words for the good of the 
order, with gratitude 

Mr. Fowler. We'll head back downtown. 

Mr. Schneider. We'll go off and cable 109 embassies. 

Mr. "WiRTH. Gentlemen, thank you veiy much. We appreciate 
your being here. 

[Whereupon at 4:26 p.m. the hearing was a^joumed.l 

[The following letter and attachments were submitted for the 
record:] 



er|c 



201 



198 




National Ttlicommunications and 
Information Administration 

Washmgion. 0 C 20230 



UNITED STATES DEPARTMENT OP COMMERCE 



April 16, 1985 



Mr. Donald A. Watt 
Printing Editor 

Committee on Energy and Commerce 
House of Repres(>:itatives 
Washington, D. C. 20515 

Dear Mr. Watts 

In the course of Assistant Secretary Markey's recent 
testimony before the Telecommunications Subcommittee, 
Chairman Wirth asked that we provide certain INTELSAT 
documents bearing on the matter of INTELSAT pricing poli- 
cies. When the corrected transcript was returned to your 
office last week, I indicated that several of the papers 
at issue were being reviewed. 

This review is completed , and I am forwarding the 
documents for inclusion in the record of these h^tarings. 
They should be inserted beginning at page 80: 

We are also forwarding a copy of these documents to 
Chairman Wirth. For his convenience, the pertinent sections 
have been highlighted. We have not highlighted those sections 
in the enclosed set, however, as the markings would in all 
likelihood affect their photo-reproduction. 

I trust that this is satisfactory. If there are any 
questions regarding this matter, however, please let me 
know (377-1551). 



Sincerely, 




Kenneth Robinson 

Policy Adviser to 

the Assistant Secretary 



Enclosures 
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INTCRNATIONAl TEltCOMMUKlCATIONS SAflttlTI ORGANIZATION 
OftOANISArON INTCRNATIONAlt DE TtUCOMMUNICATIONS fA7 $.ailUTI$ 
OIOANUACION INTERNACiONAl DE ftUCOMUNlCAClONES fOI SAmiTI 



For Immediate Release 
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LIVE VIA SATELLITE" MEANS INTELSAT— 



DIRECTOR GENERAL DESCRIBES WIDE ARRAY 



OF EUROPEAN SATELLITE TV SERVICES 



^LONDON, March 4 — Growth in the use of the INTELSAT system for 
international television distribution is attributable in many 
respects to the extremely low rates charged to Signatories, to 
highly flexible tariff policies, eind to thf? unique technical 

'capabilities of the INTELSAT global communications satellite 
system. Director General Richard R. Colino told members of the 
European Study Conference in a speech at the Self ridge Hotel in 
London last week. 

In his address, Mr. Colino reviewed INTELSAT'S international 
television services and the many innovations introduced by his 
organization during the past year. 



1h* iNtUSAi C«n«fati«n 20 t«Oi»inio lamonow io Q«n«ioiion iNliiSAi 20 ant tuiiOiOuic dti ovtnii 
logtntiacUrlNftlSAI»20«Aoiyd«caiaollului« 
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For full-time internatonal television, these include: 

o preemptible video services 

o non-preemptible video services 

o different levels of service protection 

o cross-strap services 

o reduced ra'ces for tnultidestination transmission 

o digital television service 

o videoconferencing with INTELSAl Business Service. 

For occasional use television; 

o peak/off-peak pricing 

o occasional access to domestic leases 

o occasional access to international video leased. 

•♦over 49,000 houcs of international television were carried by 
INTELSAT in 1984, so on average roughly five countries are 
transmitting or receiving TV every minute of every day", 
Mr. Colino told the audience. Most of these TV transmissions 
were carried ovec the fourteen television channels cui rently 
allocated for "occasional use" reservations of international 
television. This capacity is on seven INTELSAT satellites with 
six channels in the Atlantic region, four channels in the 
Indian region, and four channels in the Pacific region. 

(cont *d) 
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The Director General ::vointed out that the growth in the use of 
the INTELSAT system for international television distribution 
was the result of technological capacity and innovation, low 



policies. "INTELSAT offers broadcasters the ability to 
interconnect simultaneously all points of the globe through its 
wide variety of orbital locations and the so-called global 
beams covering entire ocean regions", he said. "Hemispheric 
and spot beams also offer flexibility in controlling networking 
conf iguratons. " 

Hr. Colino noted that the T\irner Broadcasting System is the 
first broadcaster to take advantage of a cross-strap service by 
providing video programming to England from a home base in 
Atlanta. He also discussed the future development of 
satellite-delivered television services, including low-power 
DBG networks, high-definition television and TV channel 
multiplication. 

INTELSAT originally introduced full-time television leases as a 
response to particularly heavy demand for television service 
during special or unanticipated events such as the 
assassination attempt on the Pope. In the two years since this 
service was introduced, eight long-term leases have been 
established. 



rates charged to Signatories and highly flexible tariff^ 



(cont*d) 
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*'The use o£ INTELSAT satellites allowing TV distribution on a 
national, regional and global scale is generally far more 
economic and advantageous that any other alternative possibly 
imaginable," Mr. Colino asserted. 

The Director General said that while "live via satellite" is 
now a familiar caption on television screens around the world 
it does not recognize that INTELSAT is the system responsible 
for transmitting virtually all international television. He 
pointed out that INTELSAT'S global network of 15 geosynchronous 
satellites made it possible for people around the world to 
"participate in" international events such as man's first walk 
on the moon in the summer of X969 and the Los Angeles Summer 
Olympics in 1984. He also noted several events that set 
records for television transmission, including the Royal 
Wedding in England* the attempted assassination of President 
Reagan and the World Cup Soccer Tournament in 1982. 

The Director General concluded by citing INTELSAT'S prime 
objective of providing, on a commercial basis, space segment 
for international public telecommunications service of high 
quality and reliability, available on a non-discriminatory 
basis to all areas of the world at the lowest possible cost. 



H H 



CONTACT: 



Chris Cameris 

Public and Media Relations 
944-7812 
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Contribution of the 
Director General 



BG-62-31E W/3/85 
Ur.arch 19B5 



Roleg of the Boird of Covernorg 
•nd the Meeting of Sl^nstorlei 
In the Detenalnitlon of Utilization Chirgei 



Executive Sumiry 



1 The general legal fraoevork govemlnf the determination of INTELSAT 
apace aegment utilization charges la described In the legal 
meoorandum datad lA Dacembar 198A appearing aa Attachment No. I to 
BG-61-67. Aa part of the overall review of INTELSAT' a charging 
pollclea» thia docunent dlacusaea one aper^flc topic within that 
framework, the raap«ctive role a of the B«jard of Governor a and the 
Maating of Signatoriaa In relation to utilization chargaa. 

Diacuaaion 

2 The controlling prlnclplea governing the determination of 
utllltatlon chargea aet forth In Article V(d) of the INTELSAT 
Agreement «ra the follovlng: (1) utilization chargea are datenained In 
accordance with the Agreement and tha Operating Agreement, (11) the 
a«&e utilization chargea ahall be applicable to the sasia typa of 
utilization, and (111) tha utilization chcrges for each type of 
utilization ahall be the atme for all appllcanta of apaca sagnent 
capacity for that type of utilization. 

3 The Agraenenta glva tha Mae ting of Slgnatoriea and the isoard of 
Govemora aaparata and dlatlnct rolea in connection with the 
aatabllahsent of utilization chargaa. Tha function of tha Kaatlng 
of Signatorlan ia, undar tha Agraementa, to "astabllah general rulaa, 
upon the recommendation of and for the guidance of the Board it 
Govemora, concerning . . . (C) tha aatabllahmant and adjustment 

of the ratea of charge for utilization of the INTELSAT apace aasasnt 
on a non-diacrlnlnatory baala" (Article VIII(b)(v). 

4 One of the functions of tha Board of Govemora la to eatabliah tha 
**rates of charge for utilization of the INTELSAT apace aegment in 
accordance with auch general rule a aa may have been aatabllahad by tha 
Heating of Signatoriaa" (Article Z(a>(vlll). Tha principle that the 
Board la aDpoverad to aet utilization chargea for the INTELSAT apace 
aagment la reiterated by Article 8(a) of tha Operating Agraeaent, vhlch 
providea In part that "tha Board of Govemora ahall apaclfy tha 

units of Deaaurament of INTELSAT apace aegment utilization relative 
to varloua typea of utilization and, guided by such general rulea 
aa may be eatabllahad by the Meeting of Slgnatoriea purauant to 
Article VIII of the Agreement, ehell eatabliah INTELSAT apece 
aegment utilization chargae." However, the Board ahould comply with 
Meeting of Signetoriee rulee. 
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Page 2 



Theie provisions, read together, desrly determine the functions of 
the Meeting of Signttories and Board of Governors in this 
raspect: the Meeting of Signstories cstsblishes genersl rules upon the 
racoomendstion snd for the guidsnce of ths Bosrd, and the Bosrd ssts 
ths chsrges applicsble to csch specific servics. 

Intelsat's prsctice throughout the yssrs has been in accordsnce with 
these principles: the Board hs8 set the utiUtstion chsrges for sH 
INTELSAT new scrvicss and hss decided upon any incresse or dccresse to 
existing chsrges, within the frsnework of the gensrsl niles estsblishsd 
by the first Mseting of Signstorics. 

5 ArticU 8(s) of the Opsrsting Agrseosnt provides, in ralation to 
cost recovsry, that chsrges for utilizstion of ths INTELSAT spscs segment 
•^shsU h«ve the objective of covering the opsrsting, »sintensnce snd 
adainistrstivs coats of. INTELSAT, ths provision of such operating funds 
AS the Bosrd of Governors o^y determine to be naccssary, ths 
•nortlsstion of Investaent »*de by the Signstorlcs in INTELSAT and 
coapsnsstion for uss of ths cspital of Signstorlss." 

At its first aeeting the Meeting of Signstoriss concluded in part thatj 

•'1. Pursuant to Article V(d) of the Agreement, the rstas of 
spsce segment utilitstion chsrge for each <ype of utilirstion 
shsll be the same for all spplicants for spscs ssgaent 
capscity for that type of utilization. 

•*2. The charge for asch type of spsce ssgoent utili3stion 
shsll be fixed with ths objective that thst type shsll makt sn 
appropriste contribution to the overall rcvsnue rsquirement of 
INTELSAT^ as prescribed by Article 8 of the Operating 
Agreement. 

•*3. To thsse snds, this contribution shsll, ss fsr ss 
prscticsble, reflsct the cost to INTELSAT of making 
available the apace aagoant capacity providad for the purpoae 
of the type of utilisation In nation.** 

Iha general rulas thus far adopted by tha Maating of Signatoriaa apecify 
that the general •objactive* ahould be thst chargaa for aach service 
should aake an *»pproprlat«* contribuclon to tha ovarall ravanua 
raquireoents of INTELSAT, and have laft it up to the Board to 
datanaine the degree of 'appropriataneaa* of auch contribution. 




205 



BG-62-31E W/3/85 
Ptge 3 



Moreover » Rule 3 laid down by the Meeting of Slgnatotles in clear in that 
it dees not establish as a legal requirement that charges nust neces- 
sarily reflect the cost of the service; on the contrary» the rule 
specifies that it should be so *as far as practicable.* The Board 
then determines the extent to which that is 'practicable* in tach 
specific casG» taking into account all the relevant factors » including 
market and business considerations. Thus, neither the INTELSAT Agreements 
nor the general rules adopted by the Meeting of Signatories require 
XKTELSAT to operate on a fully allocated coat basis. IHTELSAT is 
legally permitted under the Agreements to sstablish charges on an 
Increaental or marginal cost basis. 

To the extent thet the Board nay wish to consider charging approaches or 
charging policies that differ substantially from past practice, the 
Meeting of Signatories should bt consulted to determine If such new 
approaches or policies remain consistent with the general rules 
established by the first Meeting of Signatories. Moraover* it should 
also be remembered that the genaral rules adopted by the first Meeting 
of Signatories were very general in nature* probably as befittad the 
situation that existed at that time. It is entirely possible, hovevcr, 
for the Meeting of Signatories, should it wish to do so, and in light of 
present circumstances, to revisit the situation and adopt general rules 
of considerably more specificity, providing much more detailed guidance 
to the Board in connection with the lati.er*8 establishment of charges 
for specific services. 

Conclusions 

6 It can be concluded from the above that: 

(i) The .Agreements confer upon the Board the 
authority to set charges for the use of the IKTELSAT 
space segment; 

(il) The Board's action in that respect should be in accordance 
with the general rules set by the Mssting of Signatories from tlme- 
to-tlme; and 

(iii) In accordance with the Agreements, the Meeting of 
Signatories may revise or amend the general rules adopted at 
MS-l* or may adopt an altogether new set of general rules for 
the Board's guidance. Such rules msy be more or less specific as 
the Meeting of Signatories say itself decide. 
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P^^^^^ B<.-59.39B H/e/B4 

Director General 8 May 1984 



CHARGING PHILOSOPHIES AND POLICIES 



I, EXECUTIVE SUHMARV 

1 The nature of service requireraer*ts, as well as the 
environment in which the telecommunications industry operates, 
are undergoing fundamental changes. In order to ij^P^^ve the 
cost-effectiveness of the INTELSAT system, it is opportune to 
review the charging policies, both to see how revenue 
requirements may be reduced and how revenues may be increased 
and/or sustained for longer periods of time, through a better 
utilization of space segment, 

II, DISCUSSION 

2 The basic principles relating to investment in 
INTELSAT, provision of services, and financial activities 
associated with these factors are to be found in the Agreement 
and the Operating Agreement, For example, the scope of 
INTELSAT activities, with consequential financial and Planning 
implications, are defined primarily in Article II and Article 
III of the Agreement, along with the P^^^^^^bl^- ^P^Si^^,^^ 
principles, guidelines, and requirements of a financial nature 
are to be found in Article III and Article V of the Agreement 
and in the functions of the Meeting of Signatories, pursuant to 
Article 8, which establishes general rules for charges tsee 
document HS-1-6), In the Operating Agreement, several articles 
deal with financial contributions, investment shares, financial 
adjustments, transfer of funds, and similar financial matters, 
but the essence of the financial principles for charging for 
use of the system and for setting and obtaining revenue 
requirements, is to be found in Article 8 of the Operating 
Agreement, 

3 A review of pertinent provisions of the Agreement and 
the operating Agreement indicates that the ^. .^^^^"^^ 
has flexibility in approaching the question of the INTELSAT 
system. For example, while it is necessary for the Board to 
specify "units of measurement of INTELSAT space segment 
utilization" pursuant to the provisions of Article 8(a) of the 
Operating Agreement, the definition of a unit of satellite 
utilization is not specified in any way in either ^ he Agreement 
or the Operating Agreement, Accordingly, there is latitude 
available to the Board at any time to review its definitions of 
units of satellite utilization [according to various types of 
utilization in accordance with the provisions of Article V(d) 
of the Agreement and Article 8(a) of the Of "J i'^?^,^^ 5!!?^?^ | in 

■ The Board is, of course, not obliged to maintain the definition 
of a basic -unit of satellite utilization" which last 
revised at its Forty-fifth Meeting (see 30-45-3, para, 70), but 
could develop different types of definitions, primarily 
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indicating the powers and bandwidth, but perhaps taking into 
account other salient factors* Of course, the Board is 
required to abide by the guidelines of the Meeting of 
Signatories (It also has the opportunity to recommend other 
guidelines to the Meeting of Signatories.) and the requirements 
of the Agreements, particularly those with respect to non- 
discriminatory access to the system* 

4* Similarly, development of such concepts as the 

Atlantic Ocean Region, Pacific Ocean Region, and Indian Ocean 
Region configuration of satellites in orbit, and the 
establishment of primary and major path satellites, involve 
systenatic analysis, taking into account financial, service 
opportunity, technical, and operating factors, of how best to 
maintain, operate, and expand the INTELSAT global communal 
satellite system in a period of change. One might accommodate 
the objectives set forth in the Agreements, and meet the 
fundamental responsibilities of INTELSAT, in a variety of . ways 
which could invoke changes in concepts related to Satellite 
operations and locations in all ocean regions, and whether to 
maintain the hierarchical Primary/Major Path satellite concepts* 

5. Varying degrees of efficiency are obtained in the use 

of INTELSAT transponders, both within particular satellites and 
in comparing different satellites in the same ocean region* 
Varying degrees of comparative efficiency use of transponders 
emerge from comparing satellites in different ocean regions* 

6* Within a primary satellite in the Atlantic Ocean 

Region, there are different degrees of efficiency loading of 
transponders on a widely varied assignment of communications 
carriers, e.g., groups, supergroups* Further, within the 
assignment pattern of a supergroup of, for example, 132 
channels/ there may be discrepancies as great, as 35 percent in 
how many actual circuits are to be found within an assigned 
supergroup^ The same situation applies with respect to other 
satellites located not only in the Atlantic Ocean Region, but 
in the Pacific Ocean and Indian Ocean Regions as well. The 
fundamental basis for assigning given access to carriers is the 
assumption that there will be meaningful loading of such 
carriers. A question is raised as to what is a reasonable 
level of loading? Is 50 percent, 75 percent, 85 percent, or 90 
percent an efficient loading factor? Should Signatories with 
60 percent and 90 percent loading pay the same per-circuit even 
tliough their efficiency factors are significantly different? A 
corollary, of course, is whether users/Signatories should pay 
for the carrier assignment rather than the per unit charge 
applied. 

7* There are, in INTELSAT'S history, many instances where 

new utilization charges have betn developed, utilizing 
innovative approaches to either attract new sources of revenues 
or to maximize operational efficiency or efficient fill 
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factors. In the case of the lease offering to INMARSAT of MCS 
capacity, a wide range of figures was considered for the 
contribution to "common system costs" that would be included in 
the lease figures. The option for a fourth MCS was offered at 
a substantially lower price than the original three packages* 
In the case of the lease charge for domestic services, factors 
considered in the pricing decision included "preemptibility" 
of service and five-year commitments to 100 percent transponder 
use or 'fill." The basis of television charges, derived over a 
decade ago, is still tied to a 360-unit equivalence per 36 MHz 
transponder, or 180 units per 18 MHz transponder. No changes 
have been made, despite the fact that much higher effective 
utilization of that capacity can be achieved today and in the 
future with CME, CPDH or TDMA/DSI. These charge equivalents 
nay be off by more than a factor of three times. The 
per-rainute charge for television has changed from $15 
per-rainute to $8 per-minute ovet a time when the unit of 
utilization has changed from $32/000 per year to $4,680 per 
year. These examples, and many more, suggest that in fact 
INTELSAT can explore improvements in charging concepts to 
respond to current operational and system needs. 

8, If efficiencies in the space segment can be made 
significantly in accordance with some of the points discussed 
in the preceding paragraph, then the question of timely 
introduction of additional antennas or other means of 
off-loading from congested satellites, whether primary/ major 
path, or other, also necessarily arises. At times it is 
possible for INTELSAT to postpone significant capital 
investments for new satellite facilities in orbit because of 
the timely introduction of additional earth station antennas to 
relieve pressure on a primary satellite or even a major path 
one. It is also possible for INTELSAT to postpone saturation 
of satellites and defer replacement costs due to the 
introduction of various forms of efficiencies/ including 
circuit multiplication capabilities.' In the past/ it has been 
decided to provide a 12,5% reduction for TDHA/DST circuits. Is 
it not necessary or appropriate to provide financial incentivas 
for those who build additional antennas and introduce other 
forms of improved efficiencies (such as CFDM and CME 
equipment)/ in order to better utilize existing space segment, 
and postpone the replacement of satellites in orbit? 

9. In the next few years, a substantial portion of the 
revenue requirement vill result from capital investments in 
satellite programs which have already been adopted. Revenue 
requirements are, of course, a function of the volume of future 
investments and their timing. The timing of investment has 
been dominated by the saturation of the primary satellites in 
the Atlantic Ocean and Indian Ocean Regions. Any postponement 
in the saturation of these satellites therefore defers 
investment in the successor series and so reduces the overall 
revenue requirements. Investment in the five INTELSAT VI 
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spacecraft, launch vehicles/ and associated services is o£ the 
order of $1 billion, and future series of spacecraft could 
conceivably cost more. On this basis, a deferment of one year 
in the procurement of a future series will save the Signatories 
over $100 million in cost of money alone« 

10. During the 1970»s, traffic in INTELSAT increased at 
about 25% per annum, with the system size doubling in less than 
every four years. Although an economic depression caused a 
fall in the annual growth rate to 17% in 1974 from 31% in 1973, 
and lower to 16% in 1975, it climbed back to 24% in 1976 and 
remained more or less constant until late 1981. 

11. In 1982 and 1983 growth slowed to an annual rate of 
18% and 10% respectively, and chere are no indications of an 
early return to the high growth rates of the 1970 's. 

12. INTELSAT has emerged from an era, as can be seen from 
the above, in which it was hard pressed to keep pace with 
demand and was constantly developing new satellites with 
substantially greater capacities than its predecessors. 
Seemingly the rate of traffic increase was far ahead of the 
development of larger capacity satellites, and accordingly, as 
early as 1971, the concept of the major path 1 satellite was 
introduced in the Atlantic Ocean Region, Two factors have 
influenced space segment development in the 1980* s: the 
additional life, over the design life, achieved by INTELSAT IV 
and IV-A satellites and the launch success rate, higher than 
anticipated. Thus, in three years INTELSAT progressed from 
scarcity in space segment capacity to having excess capacity. 
The overall utilization is currently between 35% and 45%, 
INTELSAT has provided satellites at additional locations, e.g., 
at 307 E and 359 E, to expand the coverage area for 
international service, e.g., direct service between India and 
the east coast of the United States, and between Europe and the 
west coast of the United states. Additional service offerings 
are being established. 

13. As noted above, matters have changed in the last 
decadd. INTELSAT has traditionally relied on Standard A, and 
later on standard C stations to maximize efficient use of 
satellite capacity. Route saturation was deferred by the use 
of major path satellites which required earth station owners to 
construct second antennas — and, in the case of the Atlantic 
Ocean Region, third antennas. In 1979 non-mandatory guidelines 
were developed for the INTELSAT V era, advocating second and 
third antennas when traffic forecasts reached certain levels. 
In practice. Signatories established additional earth stations 
over a wide range, 200-400-1000 circuits. 

14. Additional antennas not only assisted the best use of 
space segment resources but also provided the earth station 
owners with the benefits of diversity, operational flexibility. 
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and reoundancy, Ks the number of usees grew^ the primary 
satellite beceme the means of reaching every country operating 
in the region, and the major path satellite was perceived as 
satisfying limited communities of interest. This contributed 
to the extraordinary complexity in the connectivity required on 
the primary satellite^ and the higher value of access to the 
primary satellite should be recognized, 

15, The introduction of Standard B antennas/ smaller and 
less costly, made the satellite system economical for countries 
with modest traffic requirements* A range of smaller size 
standard antennas at both 6/4 and 14/11 GHz has been introduced 
for a wide range of new applications* 

16. Various modulation methods (TDMA/DSI), such as 
companded FM, have been introduced to improve space segment 
utilization. At earth stations there can be wide varieties of 
traffic levels* For example, earth stations equipped for 
TDMA/DSI vary from 300 to 700 circuits from the earth stations 
operating on tne same satellite* However ^ sy8teni*-wide costs 
are reduced to the benefit of all* 



III* C ONCLUSIONS 

17. This document has endeavored to discuss some of the 

charging philosophies and policies which the Board may wish to 
consider* Some of the discussion indicates some areas for 
major and significant changes in the future^ such as the 
possibility of charging for efficiencies in carrier assignments 
for those who fill groups and/or supergroups more effectively 
than others* Others points address providing financial 
incentives for those wishing to equip for more efficient 
modulation and multiplication techniques and/or constructing 
additional antennas to alleviate system congestion and capital 
investments* Various studies already reported to the Planning 
Committee suggest that financial incentives, rather than 
operational guidelines, are more likely to produce the desired 
operational results. Specific proposals addressing these or 
the use of other charging policies to promote system efficien- 
cies will be contained in future documents to be submitted to 
the Board, including such possible concepts as charging little 
or no premiums for smaller aperture (i*e*, Standard B) earth 
stations on satellites with low fill factors; increased incen- 
tives for the introduction of TDMA/DSI, companded FDMA and 
circuit multiplication equipment; or lower utilization rates 
for Signatories willing to make loag-term traffic commitments 
for space segment utilization (i*e., five to seven years). 
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INTELSAT CHARGING POLICIES 
A HISTORICAL OVERVIEW 



IKTRODUCTION 

The purpose o£ this document is to describe the virious ^ . 
fictors that have been considered and employed by the Board of 
Governor s/ICSC in the past is the basis for the charging 
policies and practices adopted by them. As a first step in 
this ^roceas, it may be useful to restate some of the basic 
principles of the INTELSAT Agreements, 

Article V of the basic INTELSAT Agreement provides in 
pertinent part that each Signatory shall share in the 
investment and operating costs associated with the INTELSAT 
space segment, in direct proportion to such Signatory's 
percentage utilization of that space segment. This Article, in 
conjunction witl^ Articles A through 8 of the associated 
INTELSAT Operating Agreement^ further provides that all users 
of the INTELSAT space segment (including non-member users) 
shall pay space segment "utilization charges** set with the 
objective of recovering the INTELSAT investment and operating 
expenses including amortization of and interest on invested 
capital. Moreover, the space segment utilization charge is 
required to be the same for all users for each type of 
utilization. 

The basic purpose and effect of these provisions was to 
structure INTELSAT as a cost-sharing cooperative, and to 
specify a particular form of cost sharing in which the relative 
or proportionate use of space segment capacity during a 
specified time interval (currently a six-month period during 
tach year) serves as the primary basis for allocating 
investment hares, capital contributions among signatories and 
revenue distributions to them. 

There are and have been a wide range of INTELSAT space 
segment utilization charges, associated with different service 
applications (voice, video, data); different technologies 
(FDM/FM, TPMA, SCPC, SPADE, etc.); different usage patterns 
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(£ull-time, ptrt-time, occasional); different earth station 
types and sizes; and other factors. Some pricing variations 
have been attributed directly to differing efficiencies in the 
utilization of space segment capacity. Others represent 
deliberate attempts to promote the adoption and use of 
technological or operating developments capable of making more 
efficient utilization of space segment capacity. Some pricing ^ 
variations have apparently been intended to promote the use of 
idle space segment capacity, while making some ''contribution'* 
toward the recovery of "sunk"* and/or "common" costs. Thus* 
over a period of time, several factors have figured in the 
Board's consideration in arriving at, or adjusting charges for 
various sorvices. 

An essential first step in deciding on the charges (or cost 
shares) to be levied for the shared use of a common resource 
luch as the INTELSAT space segment is the selection of a 
suitable definition of the resource and a suitable unit for 
measurement of resource capacity and utilization. 

The ICSC initially decided to define its basic unit of 
utilization in terms of a derived measure of the space segment 
resource, i.e. "the portion of satellite capacity rpqui*'ed to 
produce, in conjunction with the existing ground segment at any 
particular time, one telephone circuit of CCITT quality" 
(ICSC--4-7, W/2/65). In selecting a unit of capacity and 
utilization measure which is dependent upon a specific 
application or service (i.e. voice tolephony) ; a particular 
method of deriving this unit of capacity or utilization (i.e. 
FDH/TH) ; a particular type/size of earth station; and other 
such factors, the need subsequently arose for a continuing 
requirement to review and readjust charges to take into account 
other service applications, technologies, operating techniques, 
earth station sizes and types, and other factors. Accordingly, 
in subsequent considerations of charges for different services, 
the continued adequacy and approximations of the present 
definition of a unit of utilization has at times come into 
question. This issue is addressed in a separate contribution to 
the Working Group. 
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FOLL-TIWE TELEPHONY SERVICE 

Kevenues from full-time telephon;' uecvice have historically 
comprised the bulk of total INTELSAT £'svenues. The service 
offers a voice grade* A kHz circuit for public ivitched 
telephony or private leased telephone networks. Full-time 
telephony service is provided mainly through the use of FDM/f^ 
or companded FDM/FK circuits* * 

Annual chargei; for full-time telephony service (the 
utilization charge) are derived by determining the total 
residual revenue requirement for INTELSAT (after subtracting 
expected revenues from all other services) and dividing by the 
expected number of equivalent full-time half circuits. 
Currently, through Standard A earth stations, the charge for 
7BK/FK full-time voice service is $390 per month for each end 
of A two-way half circuit. 

Charging policy for full-time telephony service involves 
consideration of two major issues - the definition of the unit 
of utilization and the derivation of the utilization charge. 
These are discussed below. 

Phit of utilization 

The definition of tho unit of utilization is crucial to 
charging policy for INTELSAT - both for full-time telephony and 
,for other services because charges for many other, services 
.have been derived based, on an assxuned. equivalence* ratio in 
terms of \mits of utilization per* transponder., In ICSC-3-5 the 
Vhited Kingdom suggested that **the unit of utili.*sation should 
be a telephone quality circuit of *HS 303 quality.*. 

Alternative definitions of the unit of utilization were 
studied by the Advisory Subcoamittca on Finance and the 
Technical AdHoc Working Group (ICSC/F-2-7). The Technical Ad 
Hoc Korking Group expressed the view that total satellite 
capacity (which was defined as a function of power and 
bandwidth) should be utilized as the appropriate unit for 
charging purposes. This working group pointed out: 

(a) The desirability, not only in relation to the HS 303 
system, but also with possible latjr systems in mind« 
of avoiding the complications that might arise if some 
other unit, e.g., a telephone circuit, were selected as 
the charging unit. Difficulties were foreseen, for 
example* in defining what constitutes a telephone 
circuit* in catering for variation in capacity in terms 
of telephone circuits caused by developments In earth 
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itition techniques, by the accretion of different types 
of ground itationsr and by the elimination of 
restrictions on the use of satellite capacity imposed 
initially by the terrestrial network. 

(b) The argument that the telecommunication-carrying 
capacity of the satellite is a fixnction of bandwidth 
and radiated power r and that this capacity should be 
made available to potential users for whatever 
teleconxnunication purposes and exploitation tochniq[ues 
that users choose to employ. 

(c) This method of charging signatories would still permit 
charges to users on a per circuit basis. 

A minor it/ of members on ths Advisory GubcommitteA on 
Finince were impressed by this reasoning. However r the 
majority believed that there were strong practical and 
financial reasons in favor of designating a telephone circuit 
as the unit of satellite utilization. Accordingly, at 
(see ICSC-4-7, p. 5), a telephone circuit of CGITT quality was 
adopted as the unit of utilization. Although it was noted that 
this unit only related to the H5 303 program and was not to be 
regarded as setting a precedent for the future, this definition 
of the unit of utilization has continued virtually unchanged to 
the present. Also at ICSC-4r for charging purposes it was 
decided that the unit of utilization would relate to the number 
of circuits continuously available* and would not ,be reduced to 
reflect utilization of the circuit for less than twenty-fpur 
hours per day. Again* this concept still applies. 

The unit of utilization was essentially finalized at XCSC-8 
(stfe XCSC-8-3). It was defined as "that part of the 
satellite's capacity which is required, in conjunction with the 
appropriate earth stations r to establish one end of a two-way 
transatlantic te^Qphone circuit with the objective of providing 
quality of servicb in accordance with the appropriate 
CCITT/CCl^ recommendations.** 

Subsequent developments veje confined to refining further 
the unit ot utilization as defined at XCSC-4 and XCSC*8 or to 
studying (and rejecting) proposed alternative units of 
taeasure. For exampler at XCSC-22, the definition of the unit 
of utilization was clarified "with the result that non-stardard 
earth stations are charged on the same basis as the standard 
earth stations despite the greater satellite capacity utilized 
by such stations in establishing one end of a two-way telephone 
circuit** (see ICSC-22-6). Subsequently, Standard A and 
Standard B earth station technical parameters were defined and 
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a rate adjustment factor applied to hal£-circuits carried 
through the "B" itations to reflect their reduced efficiency in 
the use of space segment resources. 

An attempt at zcsc-39 to allow xise of a 3 kHz chtxinel 
spacing for full-time voice traffic was rejected in fftvor of 
the i kHz spacing "'ictated by the CCITT standard. ?Jse of 3 kHz 
spacing was only allowed for esnergency cable restoration 

(ICSC-39-7 and ICSC-39-3). 

At ICSC-46 the Coiwnittee decided to request the ICSC/T to 
further study alternatives to the current unit of utilization. 
The XCSC/T noted that it would *'be even more difficult to find 
a unique technical basis for a single unit of utilization 
generally appropriate to all types of services in the INTELSAT 
IV system** than it would have been in the pait. It did 
recooxnend retaining the current definition where telephone 
circuits were concerned. No action on a new definition of the 
unit of utilization for new services was taken, however, as a 
result of that effort. 

Charging on a carrier rather than a half-circuit basis was 
considered in ICSC-52-12, ICSC-54-12 and BG-60-45. The 
rationale for these investigations was the fact that, once 
carriers are assigned to a user, that part of satellite 
capacity is effectively barred to other users. Thus, charging 
on this basis might promote more efficient utilization of the 
space segment, in addition, B6-60-45 suggested other possible 
units of utilization, such as a 64 kbps digital channel. 

Ptilization Charge 

As defined in ICSC-52-12, the utilization charge for 
full-time \ ce service reflects average system costs plus 
compensate ^ for use of capital. •Howev«r# this charge is not 
"built-up* >^ fully distributing all INTELSAT costs or revenue 
requiremet) ^ among the various uses of space segment «;ap&city. 
It is deri l by determining INTELSAT'S residual revenun 
requirement (after expected revenues from all other sen'ices 
are considered) and dividing by the number of full-time 
half-circuits expected to be used. This process of setting tho 
utilization charges therefore excludes considerations such as: 

(a) value to user 

(b) type of satelite used 

(c) incremental costs 

(d) particular type of transponder/carrier in which the 
circuits are assigned r etc. 
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It was a Uecision o£ the ICSC in the earlier considerations 
that IKTELSAT space segment chirges would be set independently 
of earth segment charaes (ICSC-3-5r ICSC-3-4 tnd ICSC-6-4}. 
The first INTELSAT voice-channel utilisation charge ((32,000 
per annum during 1965) vas a compromiae reached after 
considering actuil costs tnd costs projected for competitor 
facilities. Since that y«ar, voice-*channel utilizition charges 
have always been based solely on the residual cost methodology ^ 
described above. 

Over a period of tine tuo further refinements of note in 
the process of setting the utilization charge occurred. First* 
at icsc-33r the Connittee agretd to request the Manager to 
prepare a tentative estimate of the utilisation charge on a 
year-by-year basis for a ten-year forecast period. Multi-year 
forecasts h&ve been used since that time as inputs to the 
decision<^aking process for setting the utilization charge. 
Second, at BG-14, the Secretary General (B6-14-21, p. 3) 
actoovledged the undtsir ability of reducing the utilization 
charge in one year to a Itvel that might require that it be 
raised (even if only a nominal amount) in any future year. 
This policy of no increases in satellite charges has been 
consistently adhered to by the Board* 
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TIWE DIVISION MULTIPLE ACCESS (TDWA) 

Time Division Multiple Access (TDKA) has been esttblished 
to be a technological advance whereby i greater number of voice 
channels may be derived from i given amount of satellite power 
and bandwidth than is possible with the conventional FDM/FM 
technology. The implementation of TPMA would thus result in 
more efficient utilization of the basic satellite or space 
segment resource (e.g. power «nd bandwidth), and thus lower 
costs per unit of derived communications capacity (i.e. voice 
channel ) . 

Thits new technology requires no additional space segment 
hardware, but does require additional hardware at those 
individually-ovned earth stations which elect to employ TDMA. 
Were INTELSAT utilization measured and charged for in terms of 
power and bandwidth, individual earth station owners would have 
a direct incentive to adopt TDMA technology when the benefits 
(i.e. lower im^SAT charges through reduced utilization of 
basic capacity) exceeded the costs (i.e. additional earth 
station costs). With no change in IHTELSAT utilization 
charges, those users who determine that TDMA benefits exceed 
its costs would implement it and use less space segment 
capacity at less cost, while those who determine otherwise 
would continue to use more space segment capacity at greater 
costs, in neither case would the user be charged more or less 
than his proportionate share of INTELSAT costs based on the 
basic space segment capacity used. Meanwhile, all INTELSAT 
uiers would benefit through lower average costs resulting from 
extended satellite capacity and life due to the more efficient 
utilization achieved by those users who adopt TDMA technology. 

The scenario under which TDMA was actually introduced into 
the IHTELSAT system differed significantly from that just 
described. The potential advantages of TDMA over FDM/PN in 
deriving more voice channel capacity from a given satellite 
power and bandwidth were clearly recognized by INTELSAT as 
early as 1973 <Ba~2~3,); and Attachment 1 to BG-2-7). However, 
it was also recognized at that time that the costs of this 
increased efficiency would be borne by those users vho 
installed TDMA equipment at their individual earth stations; 
while the benefits (e.g. increased numbers of derived space 
segment voice channels and associated lower cost per voice 
qhannel) would be distributed among all INTELSAT members under 
existing charging policies based on the voice channel unit of 
utilization. The INTELSAT Board of Governors thus requested 
the Manager to study various operational and economic factors 
relating to the introduction of TDMA, including **th3 
possibility of recoverj^g the incremental cost of TDMA 
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•qulpcnent through reductions in gpace segment charges ariiing 
from t:h© introduction of TDMA? calculationi were to bo made 
sepirattly for large# medium and small earth stations** (B6-3-3* 
BG*3-23). 

In response to this request, the Manager submitted studies 
CBQ*5-5) vhich focused on one measure of the overall cost 
savings to be realized through TDMA implementation (e.g. 
through deferment and/or more efficient use of satellite 
capacity); and on alternative possibilities for paising through 
all or yart of these savings to TDMA users. Specifically, this 
study showed that each TDNA user should realize an annual 
''diicount** of $220 per voice chaxmel if all space segment '*cost 
savings'* due to TDMA accrued to TDMA users* but only $160 per 
voice channel if such cost savings were shared equally «mong 
both FK-derived and TDMA-derived voice channels. This study 
did not attempt tc compare the relative efficiency with vhich 
FDKX «nd TDMA would utilise the underlying space segment 
reiource (i.e. power and bandwidth), or to allocate space 
segment costs between FDK-derived and XDMA-derived voice 
channeli on this basis. 

Following additional TDKA studies and field trials, the BG 
in June 1975 requested the Executive Organ to **make 
recomciendations on appropriate charges for operational use of 
TDKX, and to submit such recommendations to the Advisory 
Coizmittee' on Finance for its review and recommendations to the 
Board** (BG-15-3). The resultant report by the Management 
Services Contractor (BG/PC-3*-7) and the l^Ianning Coimittee 
<B<5/PC-i-5) were considered by the Board in Ofuly 1975 (BG-16-3). 

The MSG and BG/PC carried out studies of alternative 
incentive pricing plans relative to earth station additions 
(such at TDWi) which result in more efficient utilization of 
space segment capacity (see BG/PC-4-5). One of the results of 
theie studies was the conclusion that the adoption of any 
incentive pricing plan for the implementation of earth station 
capabilitiei which achieve more efficient utilisation of space 
segment capacity would necessarily require an increase in the 
space legment utilization charges for less efficient 
operations I in order to meet overall revenue requirements. 
Following exteniive discussion of this and related points 
during the BG-16. meeting in July 1975 # the Board decided **that 
it did not vifeh to consider incentives at this time" <BG-16-3). 

Between 1975 and 1981* there were continuing consideration 
and diicussion of the proper definition and pricing of TDMA 
utilization! accompanied by several additional studies and 
analyses by the Executive Organ/MSC and the BG/PC. Two 
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distinct points o£ view, with numerous viriations in detail, 
vtce reflected during these discussions. According to one 
vievf INTELSAT should offer "incentives'* in the fom of reduced 
space segment utilization charges, to tho^e users vho 
inplemented TDMA and thereby achieved more efficient uxe of 
spice segment resources in creating voice channels. According 
to the opposing view, technological and operating advances were 
a desirable and inevitable requirement vhich ultimately > 
benefits all INTELSAT users, thus any special ^'incentive** such^ 
as reduced space segment charges were both unnecessary and 
undesirable, and constitutedr in effect r the subsidization of 
some users by other users. 

After these prolonged discussicus the Board of Governors 
dacided in March I98I that **the charge -for a TDKA/DSI derived 
voice circuit will be 12.5% less than the applicable charge for 
the equivalent FM voice circuit" (BG-45-3). This action 
affectively continued the use of both the derived voice channel 
and the FDN/FK method of derivation as the stuidard for 
measuring space segment utilization, vhile granting some 
**incentive" and/or discoiint to TDMA/DSI users in recognition of 
their additional earth station costs and niuch more efficient 
use of basic space segment capacity. The Board recognized the 
inevitable inconsistencies that will result vith respect to 
non-voice uses of TDMA and other digital technologies r in 
stating that "the long term objective will be development of an 
overall integrated tariff structure applicable to all services 
employing digital modulation techniques, including TDMA/DNI, 
SCPCr and wideband data" (BG^-iS-S). 
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CABLE RESTORATION 

The IHTELSAT cable restoration lervice provides satellite 
capacity for the eioergency restoration of service to submarine 
cable and other systems when service is interrupted. Service 
is provided on an as-available basis to cable system owners on 
the occasional use transponder on each I1ITEI«SAT Primary and 
Kajor Path satellite. In addition, alio on an as-available 
basis, cable restoration service is provided using space 
segment capacity. The service vas begun in X965. 

' CharQes for this service were initially based upon a daily 
rate derived from the annual utilization cbarge. However, in 
an effort to recover fully allocated costs for this occasional 
use service, subsetiuent reductions in the full-time utilization 
charge have not been fully passed through. Currently, charges 
for this service are $28.00 per day per unit of utilization 
(half-circuit) up to a maximum of $390 per month per unit of 
utilization (tqual to the current monthly utilization charge 
for full-time voict-grade service). The minimum period for 
service is twenty-four hours (increasing in daily increments)* 
This minimum was imposed at the time of service Initiation. 

In 1965 # when the service vas first beQun# the charge vas 
set at $3.70/hour/unit of utilisation. This charge was derived 
by dividing the then current utilization charge (132,000 per 
annum) by 360 (days per year) times 24 (hours per day) . 

For 1966 this charge vas reduced to $2.40/hour/unit 
(ICSOX4-3) in proportion to the reduction in the arnual 
utilization charge from $32,000 in 1965 to $20,000 for 1966. 
(This price vas revised to $58.00 per day per half-circuit for 
1967 (ICSC-23-3) . The charging policy for this service was 
further specified in 1966 when the ICSC (ICSC-16-3, paragraph 
14), agreed that the cable restoration and occasional use 
television services **should be of the same category" since they 
shared use of the occasional use transponder on each 
satellite. This charging policy was followed until X97X, when 
charges for the two services vere delinked. 

At the 47th ICSC meeting, the Advisory Subcooxn^ ttee on 
Finance noted that occasional use television revenues were not 
sufficient to recover the fully allocated costs of zh9 service, 
even if cablo restoration revenues (derived from the same 
transponders) were included (ICSC-47-X2) . Thus, the 
Subcommittee advised that it might not be appropriate in the 
future to reduce charges for these tvo services in proportion 
to the reduction in the utilization charge for full-time 
service. 
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This advice was followed for occasional uie televiiion, but 
ziot itsnediately for cable restoration. For 1971 INTELSAT 
rtduced the annual utilization charge by 25 percent, to $15,000 
(ICSC-48-3). At that time the cable restoration charge was 
alto raduced by 25 percent, to $43.50 per day, while the 
occasional use television charge was frozen at its then ci^rrent 
level ($8.75 per minute per T7 half-channel). Further 
proportional reductions followed for cable restoration services 
for 1972 and 1973 as the utilization charge was reduced. These- 
reductions occurred despite analyses that demonstrated that 
occasional services (particularly cable restoration and 
occasional use television, vhich still shared the sane 
capacity) did not cover their fully allocated costs (ICSC~57-20 
and ICSC-63-12). 

In 1973, the Advisory Subcozmittee on Finance recommended 
that no change be ysade in the then~c)*irent cable circuit 
restoration rate. Instead, the Subcocnittee suggested that an 
attempt be made to develop ''reasoned and consistent principles 
as to the basis on which these services (i.e., cable ' 
restoration and occasional use television) should contribute to 
IKTELSAT revenue re<auirement8- (ICSc-63-12, p. 19). Only then 
could appropriate charges be set. The Subcommittee believed 
that, because of its longer minimum period compared to the 
occasional use TV service (24 hours vs. 10 minutes), cable 
restoration charges were set closer to fully allocated costs 
than occasional use television (see p. 18 of ICSC-63<-12) . 
However, no consensus could be reached on the appropriate 
assignment of occasional use capacity costs between television 
and restoration. 

The Subcommittee suggested that cable restoration charges 
be set e<iuivalent to other occasional use charges (i.e. , as a 
percent of the monthly utilization rate). At the Fifth Board 
of Governors Meeting (October 1973), this was attempted* 
Adoption of this proposal would have resulted in an effective 
increase of about 30% for a fourteen day cable interruption. 
However # passage of this proposal could not be secured. 
Therefore, cable restoration charges %rere frozen at their 1973 
level of $3l/day/unlt for even though the annual 

full-time voice channel utilization charge was reduced from 
$11,160 in 1973 to $9,000 in 1974. 

By freezing the rate, it vas thought that cable restoration 
revenues (combined with those from occasional use television) 
would gradually approach fully allocated costs. The rate 
remained at $31/day/unit through the end of l>;Os, (while thn 
utilization charge continued to decline - to $5,760 in 1979), 
since sub6t<xuent analyses continued to demonstrate that, 
occasional use television and cable restoration revenues 
(combined) remained below fully allocated costs (e.g., ree 
BG-40-3O). 
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At its 44th Meeting (in December 1980), the Board of 
Governors approved a further reduction in the INTELSAT 
utilization charge for 1981. Also at that meeting, a reduction 
in the 1981 cable restoration service tariff was approved (the 
first since 1973), from $31/day/unit to $28/day/unit. This 
reduction was approved in response to an analysis submitted by 
the Director General (BG-44-38) which demonstrated that 
revenues from occasional use television were now at least 
emiivalent to fully allocated costs. Revenue from cable 
restoration had iwanvhile declined to very low levels, but 
fince these servicee continued to share the same capacity, an 
emial proportionate reduction (o£ slightly less than 10 
percent) was recommended and accepted by the Board for each. 
Current charges for both services remain at their 1981 levels. 

Since the 44th Board of Governors meeting, the focus of 
charging policy discussions regarding cable restoration 
services has been to evaluate appropriate policy in an era of 
increaeing capacity undersea cab-es (including proposed 
fiber-optic cables;. Until recently, cable capacities have 
been low enough so that capacity available on dedicated 
occasional use trantponders (one on each Primary and Major Path 
per satellite) has been sufficient to restore full capacity. 
Howover, the largo capacity fiber optic cables planned for the 
Atlantic may require as many as 19 transponders (as opposed to 
the three occasional use transponders available in that Ocean 
Region) to restore service. Reserving sufficient capacity for 
service interruption on such a cable might therefore be 
re<^ired to ensure continuity of service. 

However, the probability of such an interruption is quite 
low and its timing highly unpredictable. Under these 
circumstances, a daily tariff such as INTELSAT now uses would 

groduce highly variable and uncertain revenue on an annual 
asis. In any case, such a tariff may not produce adequate 
revenue (particularly during each year) to compensate INTELSAT 
the opportunity cost of reserving up to 19 transponders to 
restore service. 

Thus, INTELSAT has been considering alternative charging 
policies which incorporate, at least in part, annual 
subscription fees to be charged to cable owners to compensate 
for capacity reserved (B6-53-67). The capacity reserved for 
this service would be used for non- time-sensitive and other 
services when it was not needed for cable restoration. The 
Most recent proposals have further subdivided proposed services 
between large capacity cable (owners would serve specific 
capacity for each such cable) and medium capacity cable (owners 
of several cables would share reserved capacity) . Small 
capacity cables would continue to be served under current 
tariffs according to these proposals. 
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OCCASIONAL.PSE TELEVISION 

Occasionil use television is provided using satellite 
capacity designated for occasional use on each Primary ind 
Kajor Path satellite. Additional channel8*may be nade 
available to meet peak demands during major international 
events such as the Olympics or the World Cup. The service was 
first offered on IKTELSAT I during 1965 « yhen service was made 
available for the Atlantic Ocean Kegion. 

Charging policy for this service has been* similar to that 
for cable lestoration service since these tvo services sharad 
the same capacity. Thus, charges were first derivtd bated on 
the aimual utilization charge prorated ptr hour (#.g. , in 1965 
the charge was $3.70/hour/unit based on an annual utilisation 
charge of 132,000 per half circuit). 

Differences in charging policy for occasional use 
television and cable restoration derived mainly from tht 
minimum time period for use and the number of units charged per 
circuit. Whereas a 24-hour minimum was established for cable 
rtstoration# during ICSC-3 a 30-minute minimum was established 
for occasional use television. At ICSC-9 (lCSC-9<-4)« this was 
rc'^uced to a lO-minute minimum, ^ich still applies today. The 
shorter minimum for occasional use television was considered 
necessary to promote use of the service. 

tfaits Charged 

The number of charging units applied to occasional use 
television was related to the amount of capacity necessary for 
a television transmission. At ICSC-8 (ICSC-8-6) this vas 
determined to be 480 units for the combined video and audio 
portions of a television transmission, and charges were set at 
480 units less the total number of units allocated tor use on a 
full-time basis at the time the television circuit vas 
established. This charging aethod vas established to accoxmt 
for the fact that the capacity limitations of the IHTELSAT I 
satellite required that tele£&one traffic be cleared from the 
satellite to accommodate television transmissions. To reflect 
the fact that some of the circuits on the satellite rare 
already being paid for (through full-time telephony charges), 
television charges were set to recover a portion of costs on 
the additional iinused capacity only. ^ 

The introduction of the II3TELSAT II satellites eliminated 
this capacity constraint, and at ICSC-23 the number of units 
charged for a television transmission was a full 480 xinits 
(ICSC-23-26) . At ICSC 24 (ICSC-24~3) service was approved for 
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tht Pacific. The number of uniti charged ir this isgion was 
240 for a one-way transmission and 460 for a two-way 
transmission. It remained at 480 for the Atlantic (for a one 
or two--vay trsiismission) . 

At ICSC-33 <in 1968) r tli« number of units charaed for a 
Video transmission was revised to 432 r with an additional 48 
units charged for the associated audio transmission (for a 
total of 480 units). This practice remained in effect until 
X979 (B(j-40-3)r when the Board of Governor* rtcognistd that 
television transmissions generally included audio within the 
video portion of the transmission. ThuSr the numbQr of units 
charged was set at 432# with one additional unit charged ia 
those cases where the auio portion was transmitted separately. 
l!ht nxmiber of units charged was not adjusted in 1973 in 
response to the introduction of two channels per transponder 
stcvicer nor was it adjusted even though the annual charges for 
a transponder were, on several occasions r established on the 
basis of 360 units (e.g.^ ZCSC~63-12# p. 17, and the section on 
dooestic liases). 

Charge per unit 

As noted above, originally charges per unit for occasional 
television use were derived from a pro rata hourly charge based 
on the annual utilization charge. Also noted above, charges 
per unit of utilization per unit of time wero derived similarly 
Cor cable restoration, since these two services shared the same 
capacity. This tandem relationship continued until 1970. 
Vntil that year charges for both services were reduced in 
proportion to reductions in the Utilisation chacge. 

For 1971 (ICSC-48), it was decided to reduce the 
utilization charge by 25 percent. Khile the cable restoration 
charge was reduced proportionally, the television charge was 
not. Thus, the tandem relationship of charges between the two 
services was terminated, even though it was acknowledged that 
revenue derived from th^ capacity they shared was not adequate 
to cover fully allocated costs (cable restoration charges were 
frozen after 1973) . in a subsequent analysis (X(:sc-63-12) the 
rationale for this decoupling was set forth. Xn this document 
it was asserted that, although charges for both services were 
set below fully allocated costs, the charges for cable 
restoration were set relatively less below fully allocatied 
costs because of the higher minimum period charged for this 
service. 

On several other occasions throughout the 1970 *s studies 
demonstrated that revenues from occasional television sorvice 
remained below fully allocated costs (e.g. BG-25-23 and 
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BO-30-31). It vas, believed that, by holdinq the television 
chirge constant vhile reducing the utilization charge, 
occasional television service would at least move toward 
covering fully illocated costs (BG-7-12). By 1980, INTELSAT 
analyses demonstrated that occasional television service 
revenues (combined with those £rom cable restoration service) 
did cover fully allocated costs (based on eithei: 360 or 450 
tmits per transponder ). Therefore, charges were reduced from 
$0.75 to $8.00 per minute. This charge continues in effect. * 
(Ko changes in chargas were instituted to account for the 
Iscrease in transmission quality that has occurred over time as 
a result of the introduction of new spacecraft series). 

One other major change in charging policy has occurred for 
occasional use television. In 1968 (ICSC-32~35) 
multi-destination TV transmission tariffs were instituted so 
irhat both originating and receiving stations were charged an 
axoount equal to charges that would occur if only one origin and 
one destination were involved. Subsequently, this was changed 
mo that receiving stations pay only one-half the rjite charged 
to a receiving station for a single destination transmission. 

As noted in the discussion of cable restoration charging 
policy, recent analysis. of occasional services has focused on 
establishing a acre appropriate service policy for cable 
restoration in an era of larger capacity undersea cables. Part 
of the reason for roncern about the need to reserve capacity 
specifically for c«ble restoration stems from the need to 
reserve the INTELSAT occasional use transponders for the 
increasingly heavy occasional use television traffic. 
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DOMESTIC SERVICES 
Introduction 

The bisic citegories of domeitic tervice provided in 
IMTEIiSAT*t tariff ire long-term and thort--term illotmentt for 
both non-preemptible and preemptible capacity. The 
r^n-S'ceeiDptible lecvice for full-tlzae long term leases is 
provided on both a fully protected basis (on Primary/Major Path 
satellites) and on a partially protected or xinprotected basis 
(on satellites at 307 degrees and 359 degrees). Charges have 
also been set for f*Ul or fractional lease of global, 
hemispheric beuns. 

Hon-Preemptible Lease Chargincr Policy 

The first such lease considered by the Board of Governors 
vas an allotment granted to COMSAT (9/73) for service between 
the US Mainland and Hawaii. The rate adopted for this lease 
vas equal to that for 360 xinits for full-time use. This rate 
vas originally set by the ICSC in 1972 for a lease by Brazil. 
As explained in BG-29-52, the ''current charging policy was 
established on the basis of an average fill factor over a 
period of time of 80% of an average assigned capacity of 450 
channels. This vas regarded as the averaae revenue yield fron 
a global beam transponder in the international network.** This 
rate is still in effect for a whole transponder (IV, IVA) or 36 
MHz bandwidth in a hemispheric /zonal or global beam transponder 
(V, V-A) at 6/4 GHr. 

Rate differentials also exist for other types of betms 
i.e.# the charge for a full or fractional hemispheric beam 
transponder in a Iv-A satellite is 1.2 times the global beam 
charge. BG-32-26 (3/78), which is an analysis by the Director 
General of long term lease services, recooanended a 1.3 
adjustment for a hemisphsric beau (over the charge for a global 
beam), basing the recommendation on the fact that realizable 
capacity on a hemispheric beam could be 1.3 times that of a 
global beam. The B6 decided on an adjustment factor of 1.2 
vishing to minimize the difference in rates so that the use of 
hemispheric beams would be stimulated. 

A similar rate differential exists tor spot beams (1.2 
times globd beam charge at 14/11 GHz and 2.0 times global beam 
charge on an INTELSAT IV). Finally, rate for 6/4 GHz and 14/11 
GHt preemptible transponders operated in cross-strapped mode 
contain higher rates for a partial lease (factor of 1.25) of a 
cross-strapped transponder paiL*. 
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Another major charging policy decision made in regard to 
long-term non-preemptible leases occurred at BG-59 (6/84) when 
the following levels of protection and associated rate 
differentials were introduced: 

L«vel of Annual Rate for 6/4 
Protection Transponder <m) 

A $1.68 m. (Kon*-pre«inptible 

B $1.40 m. (1.75 times Preemptible) 

C $1.2 to $1.4 m. (1.5 to 1.7 times Preemptible) 

tmprotected $1 m. (1.25 times Preemptible) 

Preemptible Lease Charging Policy 

The first preemptible lease was an elldtment 
granted to Algeria at B6-5 (10/70). The lease was for one 
INTELSAT IV global beam transponder of spare capacity for five 
years at an annual rate of $1 million. The rate itself was 
proposed by the Algerian Signatory (Attachment 4 to B6-5-12) 
and was meant to reflect one half the expficted revenue per 
full-time international service transponder over a ten-year 
ptriod. Shortly after this allotment was granted a series of 
studies were undertaken by tho 1>G at the request of the Board 
to assess the future demand f or d omestic service preemptible 
Itases and the best way for INTELSAT to provide the capacity. 

The DG undertook several studies and analyses which 
considered: 

(a) incremental cost associated with provision of service 
of forecast domestic lease demand. 

(b) fully allocated costs of same. 

(c) cost consequences of various system alternatives 
(types* number and location of satellites). 

(d) competitive considerations (need to stimulate demand* 
possible domestic systems) » 

The result of these studies were presented in document 
BG*41-26 in which the DO stressed that the charge ultimately 
established for planned domestic service* capacity should be 
such to allow INTELSAT to recover all costs associated with its 
provision plus a reasonable contribution toward common costs. 
The DG estimated that the incre:;iental cost of providing the 
service was $800 - I835K per transponder. Braving upon a 
decision by the Board in the case of maritime service* the DG 
suggested an additional loading of about 32% raising the per 
transponder cost to about $1.1 million. 
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Tho DG ultimately raconnended continuing the $1 nil lion 
rtte. The BO decided to lover the basic rttt foe prttmptiblo 
ctpacity to its current chargo of $800K. 

Charges for Short Term Lets eg 

The question of short-term lease rates titut arose eo 
result of e request from tho Signatory of Australie at BO-39 
(9/79). Amon? the factors considered was the rate being paid : 

long-term leaseholders of comparable captcity. Another 
factor was the length of commitment requested hy ths Australian 
Signatory (3-6 months) and the additional admin istr at ivs and 
planning costs ^ich would result. Finally, the current rates. 
In nffect for occasional use were considered since tho BO did 
not wish to create a new offering which vould erode the revenue 
cxirrently being generated by another offering. 
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mSED IMTERHATIOHAI. TELEVISIOM OWWEL SERVICE 

tSlSviJiSn ^^f!* r«iue«t «or an inttrnational 

^* ;4uitr*llan Signatory. 
^5 «2ri ^""^ bew transponder 

IMTELSAT IV latBllit* and transftrring to an INTELSAT IV-A in 
1982. Iht rtquott was rtcogni««(l as I naw tariffoategoty, • 

S?m^?;«'!i"7*i'^ inttrnational taliviliS' 

cnannel utilising a global baain or •cruivalant cananifv nn m 
•pare tattUite and thertfort •ubjtS?^io pStni^?^^^ °° ' 

--^^LS^ff'* of Oov«morf (BO-44), acting upon a 
?«S^!22f^i°^x°fv^® Director General, authSrixtd the 
introduction of the service utilizing spare capacity with a 
miniiQum lease of five years. The chirge for the cSacity was 
•sjt at an annual rate of $1.2 m. for s global^ai. "fic?S? 

vould apply for a hemisplieric beam and Tfactor of 2 
vould apply for a spot boan. 

Tho rationale for the tariff rate was primarily that the 
nrvioe should be considered as an «ctensi5n of the SiStSg 

the assumption of a daily use equal to three and one-half hours 
St the occasional use rate. 

f i^«t modification of the rate occurred at BGt46 as a 

rssult of a request from the Australian Signatory to make 
S^2!LS°4?^* "fX}^* off»tiagv Specifically, Interest was 
•xpressed in providinq for down-link access for additional 

,raerth2 tte^IS:' °' °' ^ '^^^^ 

♦...4f^5!!*Si ^?*.^* f^^^**/ the Board (at BO-46) amended the 
tariff to permit reception by any number of Signatories. The 
«!I;°^5*t?^^5* lowered to |lm. per annum, with an additional 
cost of I125K per annum for each additional receiving country. 

4.^^ B0-4B short-tarm lease arrangements were introduced in 
tho tariff offering as well 1- an option to permit anv of the 
Sionatories participating in the lease of a Channel to 
originate TV signals. The shc,^t-term option charges adopted 
were set in the same proportion to the annual charge as were 
the charges for short-term leased transponder «Qrvice for 
domestic telecommunications. 

y^JnS^S^i^^S^J^ff*^^^'^*? service on 

the v and V-A satellite series were adopted. The same rates as 
applied to other satellites were adopted except in the case of 
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cr o 8 i-s trapped transponders. One lease rate ptovid»d for a 4/6 
GHz and a X1/X4 GHz transponder operated in the croBs-it rapped 
mode to provide two 72 MHz transponders at 6 CHz/Xl GHz and 14 
GHz/4 GHz at a cost per annum o£ $4.8H. This was tqual to 
twice t:ht rate for one 72 KHz transponder at IX. 14 GHz. 
Another rate was approved to provide 72 KHz or 36 KHz (vitui a 
minimum capacity of 36 MHz) of contiguous bandwidth of 
cr Oil-strapped capacity at a charge of I3ro. and yi.Sm.i 
reaptctivtly. The charge was Mt to equal the XX/14 GHr 
capacity rate plus 25% to compensate INTELSAT £or the less 
efficient use of space segment that vas inherent in 
cross-stripped mode o£ operation. 

From BG-58 to BG-60 there has been the consideration and 
adoption o£ a wide r/mge o£ new video service offerings and 
revised tari££s for international television channtl (now 
referred to as international video) service. Examples include: 

- digital TV distribution (BG-58-35 and BG-60-17) 
integrated video/data distribution (BG-6O-20} 
enhanced preeniptible international video (BG—eo-SS) 
rtversib3i> international TV leases <B0-S9-4ry> 

_ preemptiV " sross-stcapped international video 
(BG-60-5V 

peak/off-peak/special events tariffs (BG-59-4X and 

BO-60-28) , , , i , 

protection categories £or preemptible international 
video services leases (B6-58-80 Rev. 2) 

0£ the new services, some are o£fered on a non-pretoptible 
basis and some on both a preemptible and non-preeoptible 
basis. Preemptible service rates are shown in BG-58-46 (Rev. 
2). 1/ The tarif£s in this document form the kusis for all 
international video and INTELMET preemptible rates. Ths 
document identifies eight £actor8 that were used to establish 
the rates. 

the need to stimulate demand 

the need to utilize idle capacity 

- the typ» of satellite (IV, IV-A, V, V-A) 



1/ A more extensive listing o£ preemptible rates is included 
~ in several documents (e.g., Attachment l to BG-60-17). 



ERIC 




231 



BG-62-24E W/3/e5 
Page 21 



type of transponder (global, hemi, sone or ipot) 

type of connectivity (global, E-W, W-E, E-E or W-W) 

type of video channel (gimplex, half-duplex or 

full*-duplex) 

bandwidth 

power 



Enhanced preemptible video lervices tariffs approved at 
f?"l£ 25^?545^®^ percent premium above the base rates 
in BG-58-i6 (Rev. 2). The premium was establiihed as an 
incentive to lease larger capacity allottoents. Premiums were 
alio established for cross-strapped video services. Finally, 
nnilti-destination premiians have been eliminated. 

For non-preeniptible video services, full and fractional 
transponder tariffs approved at BG-60 are equivalent to those 
established for IBS (BG-60-17 for digital TV distribution and 
BG-60-20 for integrated video/data). 

At BG-59 peak/off-peak and special crvents rates %rere 
adopted for occasional use preemptible international video 
services on other than pricary/major path satellites B<3-59-41 
(Rev. D). Off-peak discounts were designed -to encourage 
greater use during off-peak periods.** Again, as with 
non-proensptible tariffs, the off-peak discount specified for 
interaatinal video services is the same as that for IBS 
occasional or part-time use (IBS occasional or part-time rates 
are not comparable to those for international video services 
because IBS services are non-preemptible). 
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IMTELSAT BUSIMESfi SERVICE 

IHTELSAT Business Service (IBS) is an inttgrst^d digital 
service for voice, data and video. Tari££s vtre first approved 
by the Board of Governors in 1583. The service offers a range 
o£ transmission bit rates from 64 Kbs to more than 8 Kbs. Full 
and fractional transponder leases, are available as well. «ie 
service is available on a non->preemptiblt basis for full-time, 
part-time or occasional use. 

General Principles for Space Segment CSiarcres 

In BG-56-50 (29 August 1983), the Director General set 
forth several charging "principles for the service. Proposed 
tariffs were designed to: 

promote development and use of the service 
include discounts to reflect the efficiencies to 
IITTELSAT of long term commitments for high c&pacity use 

- be consistent with other IKTELSAT tariffs 

reflect, as far rs possible, the cost to IKTELSAT of 
space segment capacity and the value of service to 
users. 

IBS tariffs also were designed to (i) cover all incremental' 
costs, (2) make an ''appropriate contribution** (see p. 22 of 
0G--56-SO) to comnon costs and (3) ensure that, as IBS roach.es 
maturity, revenues would "support** the additional investment 
necessary. Revenue projections contained in B0-56*50 
demonstrated that IBS would recover at least 90. percent of its 
fully allocated costs during its first nine y«ars of operation. 

Charging principles enunciated in BG-56-3 (September 1983) 
elaborated on and, to some extent, modified those in B&-56*S0. 
IBS tariffs, according to Ba-56-3* were designed: 

- to be consistent vith other INTELSAT charges (although 
this was only a goal, since some IBS services %rere not 
considered comparable with other INTELSAT services). 

to promote the service making a "substantial 

contribution** to common costs, although not necessarily 
cover fully allocated costs. 



ensure that part-tiroo and occasional use charges would 
be set so that total revenue earned would be 
approximately e^ivaleat to that from full-time 
capacity as well as covering higher administrative 
costs associated with part-^ime iervices. 
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IBS tariffs, as proposed in BG-56-50r were approvtd at 
BG-,S6 with the exception that the full and fractional 
transponder offtrings were not approved. Full and fractional 
transponder tarif f ■ were adopted (with minor modifications from 
those proposed at BG-56) at the BG-59. Proposed full and 
fractional transponder lease rates (as described in 
were designed to '*fully reflect INTELSAT'S cost of providing 
the service" (as opposed to merely -making a contribution to 
coQinon costs) and be **rea8onabXy equivaltnt** to charges for 
approved IBS servi«s and to charges for dedicated intarnational 
strvices transponders. 

The last major changes approved in IBS space segment rates 
(excluding connectivity charges) -^^ occured at the 60th Board 
of Governors meeting. At that time, peak/off-peak tariffs were 
introduced for IBS for part-time and occasional users of the 
8 rvice. This change increased previously specified IBS rates 
each transmission rate for peak periods^ i^ile allowing a 50 
orcent discount for off-peak periods. The change was 
instituted to encourage load-leveling on IBS transponders 
because the IBS tariffs then in effect did not adequately 
reflect the value of the service or the costs of providing the 
service during peak periods (since long-run marginal costs for 
INTELSAT are closely related to peak traffic loads). 

Also at the' B6-60 Meeting, the multiple user rate 
adjustment factor (RAF) - was eliminated on the basis of 
analyses presented in B6-60-16. These analyses determined that 
the multiple user might be counter-productive in the 
development of IBS networks. In addition, its revenue 
generating potential was determined to be quite low. 



1/ At the 59tb Meeting, IBS tariffs were revised to specify a 
difrerent FEC rate. Although bit rate and full/fractional 
trtnspond&r charges were left unaltered, the revision 
allowed for more efficient use of the space segment by 
increasing transmission throughput per unit of space 
segment capacity in most cases. 
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Connectivity Rate Mjusttnent Ftctors 

Originally* three claisei of connectivity were proposed 
(see BG-56-50h p,4)! 

point-to-point (rate adjuitmont factor of 1,0) 
point-to-multipoint <RAF of 1,0) 
full connectivity batveen C and K bands <HAF of 2«5# 
plus the charge increased by 5 percent for each 
Signatory beyond two sharing the sane carrier} 

In B0-*57-33 (23 Hovenber 1983}, a revised proposal was 
presented for connectivity, tha point-to-point connectivity 
option was eliminated and the two. remaining classes were 
further subdivided into tvo classes aach/for a total of four 
classes of connectivity (see BG*57-33« Attachment Ko« 2). The 
classes (and their RAFs} were: 

basic (SAF equals I«0} 
regional (RAF eguals 1«3) 
enhanced (BAF eguals 1.5) 
full (R.^F equals 2.3} 

Rate adjustment factors were determined by talcing into account 
a number of factors including cost of providing the service and 
value to the user. These RAFs were adopted .nt BO-57. 

In BCh60-i6 <p.6} it was determined that« of the four 
classes of comiectivity« only enhuic€Ki and full connectivity 
offerings added value to the user. Therefore « it was 
recoonendftd (and accepted by the Board at BO-60) that the RAF 
for regional connectivity be set at i«0. 

parth Station Rate Adjustment Factors 

The charging principles used to establish appropriate earth 
station RX^""* for iBS have been subject of considerable 
discussion aince the service parameters vera set forth in 
BG-56-50. lu that document* four classes of earth stations 
vere defined for rate adjustment purposes: 



The rate adjustments vere to hi* applied « not to each earth 
station* as with INTELSAT full"-time telephony services, but to 
each individual IBS carrier based upon the smallest e'irth 
station served by that carrier. This RAF scheme vas adopted at 
BG-56. 



standard A« B or C (RAF 1.0) 
standard £-3 or F-3 (RAF 1.25} 
staiidard E-2 or F-2 (RAF 1.7) 
standard £-1 or F-I <RAF 2.8) 
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The basic charging principle used to determine these HAFs 
vas the fact that the transmission throughput required to 
operate an IBS carrier is determined by the parameters of the 
smallest receive antenna used with the carrier. The RAF vas 
applied to the carrier <vith the resulting charges to be shared 
by all Signatories involved) based on the principle of equal - 
charge for equal service (see BG-57-3r p. 44). 

After approval of these KAFs and approval of their 
application to the carrier, other application options were also 
considered. In BG-59-47, the U.S. Signatory recosinended that, 
vhen Signatories utilize IBS earth stations that have higher 
SAFs than other earth stations in the netvorkr the higher 
charges associated with use of those earth stations be borne 
exclusively by the Signatory <or Signatories) that use them. 
This approach vas criticized in BG-58-43 because it might 
result in a strong disincentive to introduce small earth 
stations into the IBS Ketvork, a principal goal of the. 
service. (Utilization of smaller, less expensive earth 
stations vas expected to broaden the market for the service and 
increase demand) . 

Another alternative considered in BG-58-43 vas the 
derivation of RAFs based on an assumed system-vide mix of earth 
station sizes. This mix could be adjusted over time to reflect 
actual utilization. 

Hovever, both of these alternatives vere rejected in favor 
of a third at B6-60. As explained in BG-60-16r experience with 
initial IBS applications shoved that some SAFSr by establishing 
a substantial penalty for the smaller**8ized earth stations^ 
%iere constraining netvorking. In additionr changes in space 
segment characteristics and cooiimnications specifications would 
chancfe the technical basis for the original KAFs. This led to 
the analysis of alternatives to the KAFs established at BG~56. 
The alternatives considered vere developed based on the 
principles that revenues should be maintained but that the 
proliferation of smaller earth stations should be facilitated 
to promote **maximum netvorking flexibility**. 

Based on this analysis it vas recomaended that rate 
adjustment classifications for earth stations be reduced from 
four to tvor vith standard A, B, C, S-3 and F**3 stations 
assigned an RAF of 1.0 and all other earth stations an SAF of 
1.33* These reconxnendations vere adopted at B6-60. 
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INTELSAT IWIT Of PTItlZATION 



1. ETECPriVE StIMMARY 

X. Th« currtnt concept and dtflnltlon of •^*'unlt of utllltatlonT U « 
dtrlYtd ••••txr^ of •■telUte um. HlitorlcaUy it has bten dtflned 
that portion Mtilllti capacity nacaiaary to aatabllah ona and of a 
2-v*7 taliphpM circuity In conjunction with a Standard A typa aarth 
atatlon, atating a CCITT/CCIR airrlca <iuallty atandard, OrlgluaUy thla 
conctpC via rilitad to a praaaalgnid IDM/FH aarvlca concapt. Such an 
approach to tht •♦unit of utilization*' definition haa htcoat difficult to 
BAlntain «a siv tachnologiia and aarvlcia ara Introduced. 

2, In tba F«tt» a nuabtr of concapta and dafinltiona of a ttnif««atur« 
of tpaca tagmint otlllzatlon havt batn erplortd, Howavtr, dua to a 
▼arltty of conctptual and practical difficuXtiia, .tha dtflnltlon of tha 
tmit of utlllxttlon adopttd alnca 1965 hn» anrvlYad virtually unchaugtd 
to the prtaant, Thit docuatnt briaf ly axploraa axpandtd and alttmata 
concipta. 



II, THE UNIT or OTaiZATION COHCEPT 

3. ▲ dttalltd dltcuaalon of the avolutlon of tha INTELSAT unit of 
utillwitlon li contained in docuaent BC-^2-2A, Tha currant dafinltlon 
of tha unit of utHltatlon la a derived neeaure of eetelllte uee— that 
portion of satellite capedty neceeeery to eeteblieh one end of a 
tvo^ay telephone circuit meeting e CCITT/CCIR service quellty etandard 
oalsg a Standerd A eerth etetion. 

4. Tha unit of ntillxetion concept eervee aa a fundeaentel meeeure of 
apece segaent tiee. Other elnller ueee of the epaca aegaent can then be 
meeeurad relative to (i.e. aultiplea of) tha beelc unit »aeiure. Once a 
rate of charge la eetabliehed for the baaic unit of otiliaation, chargee 
for other usee can be detemined in tcrw of KUltiplee of the baele unit 
charge * If the epece eegnent le need in a almllar »ancer in the 
provialon of eXI eervlcee, e eingXe unit of utUiaetion definition may 
ba appropriate. However, thie ImpXiee thet dlfferencee in retce of 
charge taong eervlcee wlXX re:Xect raXetive tpece eegaent uee aa 
ttaaiured by the beelc unit, and thla may not reflect dlfferencee In the 
coet of providing the verioue eervlcee. Moreover, aa new technoXoglee 
and eervlcea tre Introduced vlthln the INTELSAT eyetaa, g^Mter 
differencea In the uee of the epece eegaent ere creeted; therefore, a 
■ingXa unit of ntiXlaation definition wlXX not apply to the fuU range 
of eervlcea provided. 
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5* The current dtfinition of unit of utllltetion is based on tht 
amount of sattllitt ctptcity (in tenu of povtr and bundvldch) rtqulrtd 
to tsttbllsh ont and of a 4 tSz cwo«-vay talaphona circuit. Chargas for 
aany of tha servicea other than tslephony ara aaCabllthed vich reference 
to the A rUz telephone aervice standard, besed essentieXly on aoca 
multiplier concept. This is bacomlng more and aore difficult aa the 
range of aervice offerings end technologiea expend. There is a vide 
range of XMTELSAT spece aegment utilization charges associated with 
different aervice epplicationo (voice, video , dete) , different 
technologiea (FDH/m, TDMA, SCFC, SPADEt ate.) different ixssge pettema 
(full-tlxae» pert-tine, occasional), different protection lavela, as veil 
aa different eerth atetion types and sizea (A, B, C, D, F, G» Z..*)* 
Although fcoae retionale has been folloved eech tiae in to ettexapt to 
correlete nev aervice epplicationa and* technologies to the basic unit, 
besed on relative spece aegaant uae, the reaulta ere not alve^ra 
consistent. Each tine nav services ere developed, XKTELSAT baa to 
undergo a difficult process in an atteapt to c^ructura consistent and 
equiteble cherges. 

6. With the proliferetion of servicea end technologies, it nay be 
poasible to define aeveral generic unite of utilization each applicable 
to e subset of aervices utilizing the spece segment in e aiallar 
manner. For axaaple, an enelogue video unit of utiXizetion could be 
developed that would Apply to aoae or all video services. A digitel 
unit of utilization could be developed and aade epplicabia to aoae or 
ell digitel services. Also, an analogue voice unit of utilization could 
be reteined and a range of servicea specified to vhich it vould be 
epplied for deteraining chergea. Illuatretive examples of three such 
definitiona along vith cotraenta concerning their epplictbility are 
contained in Attechaent No. 1* 

7. . Another epprOech la to define a aingle unit of utiXizetion 
definition appliceble to ell aervices on the basis of the use of the 
prioary aetelllte resource. This could be defined in tenaa cf key 
meesureble verieblea auch as aatellite E.X.R.P. and bsndvidth, and auy 
Include other eleaenta auch aa connect ivity, coverage etc. Bovever^ 
these beaic satellite resource elc&enta may not relace directly to coat, 
and it may not be desireble to cherge alaply on the relative uise of 
theae beaic satellite resourcaa if efficient pricing prlnciplea ere 
considered (BG-62-23). 

6. Finally, another eltemetive la to ellmlnete entirely the unit of 
utilizetion concept end define end price eech aervice offering 
Individually baaed upon the given aervice* a uae of the space segaent and 
other fectors auch as coat, demand, aupply, coapetition, equity, etc. 

Thia approach providea tha ultlaate in charging flexibUity to atet 
aarlcet needa end v.u perticulers of any given situation. However, it 
aould elao entail a cvnplete reviaion of the current IHTELSAT charging 
approach, vhich reliea upon the enelogue voice unit of utilization and 
the cherge applied to it to generate the reeidual revenue rsquirenent, 
vhich is net of revenue* 'saeratad by non-unlt«of-utilization aervicea 
(such aa trenapond^r leases, video, etc.). 
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DIGITAL CHANNEL UNIT OP DTILI2ATI0N 



U The digital channel unit of latelUti utilization for the TDMAA)SI 
Syatea la the Meaaura of entltlceent, aacured through tha allotaant by 
INTELSAT of apace aagment capacity, to the uaa of auch capacity for tha 
aatabllahaent of a digital trantmlaaion channel for providing taltphont 
via 8-Mt PCM, data and/or other talacosaunlcatlona aarvlcaa, aa an 
objective, la accordance with appropriate CCIR/CCITT racosnandatlona. 
Thla unit of utlllratlon appUea vhen accaaa to tha aatelUte ia In tha 
ILMA aode and tranaalaalon and recaption la between two epp roved 
Standerd A or C entennaa, 

2. The unit of utlllratlon le defined to be e tranamlaelon chenneX of 
64 Kblt/e rete on the terreetrlal eide of a TDMA/QPSIC/DSI mode of 
operation* 

3. Digital aarvlcee utlXlrlng woduletlon/ecceee methode other then 
TDMA would not relete directly to the beolc unit definition above • 
Cither the unit definition neede to be broadened and aade sore genereX 
to Include other noduletlon/ecceee scheaee, or alee Judgcaentel fectore 
would need to be applied to e beee price for the XDHA unit to arrive et 
A price for other typee of dlgltel aervlcee. 



4. The unit of aatelllte utllltetlone for anelogue TV trenexilaelon 
Je the Hceeure of antltleoent, aacured through the alXotment by INTELSAT 
oi apece aacQant capacity, for the eatebXlehment of one unidirectional 
analogue TV chennel providing ea an objective, e algnaX-to-nolea ratio 
<S/K> of 49 dB ae a alnlmna, with paraaetere ee defined In Table 3.1? 
<b) o* Section 3,3a9 of BG-26~72 (Stenderd A), by aeane oft 

1) acceee to e aatelllte through a half global beaa treneponder 

or 17 n MB£, and 



ANALOGUE TV CHANNEL 
UNIT OF UTILIZATION 



11) 



an approved aarth etetlon conforalng to the requlrcaente eet 
forth In BG-28-72 (Standerd A), 
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5« There an tevtral other factort «stoci«ted vith the provition of a 
TV channtl that «rt not Included In the dtf^tion abovt» but affect the 
Talui to the ueer* Theee Include connectivity^ corerage (type of beaa)» 
and type of channel (elxiplex or 1/2 duplex), tine oC d(kj, etc* 
Therefore pricing varloue TV aervicee that differ In the provieion of 
theee varioue factore ie not a etraight cultiple of the rate for the 
baeic unit* Tha definition of the video unit could be broadenad to 
Include theee factore* or the baeic unit definition could ba uecd to 
aatablifh a baee price » which le then Bodlfled baeed npon the package of 
other parameters that are provided* 



AHALOCUE VOIO; tTOIT OF OTHIZATION 



6« The analogue voice unit of utilisation ie defined as the tteaeura of 
antitltoentr eecured throu^ the ^Urtf^f^f >y IHTELSAT of epace eegaent 
cApacity^ for the eetabliehnent of one end of a tvo^ay A XBz telephone 
circuit providing » ae an objective » quality of eervice In Accordance 
vtth Appropriate CCITX/CCIR recotcaendatione by »eana of: 

1) Acceee to e eatelllte In the sultlchinnel FDM/m «ode» and 

ii) An approved earth etation conforming to the requircsente att 
forth In either BG-28-72 (Standard A) or BG-28-73 (Standard C) 
and all esaendaente there to* 



7. Other analogue voice eervicee tuch ae cn)H could be priced 
relative to the baeic unit of utilization in teroa of the 
efficiency ratio of CFDM to FM in the uee of the apace eegnent* 

8* An Isportact lixiltation aceociated vlth this typt of definition 
of the unit of utilisation ie that it doee not dintinguieh between large 
and nail ?*F* carriere and the differencee In efficiency In their uee 
of the epace eftgaent* A reflneaent of the baaic definition could take 
theee differences Into account , or price adjuataenta to the ba^ic unit 
rate could be aade to reflect thie difference In efficiency* 
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ECONOMIC BASIS FOR COST ALLOCATIOK AKD PRICING 



I. IKTRODUCTION 



Tht purpote of this docuDcnt it to ditciuis the ccor.oeic 
asp«ct« of cott «lloc«tion «nd pricing conctptt «nd mtthodologiee 
to imrve at genertl btckground infonaution th«t may bt useful in \ . 

mny charging policy study* * ; 

XKT£LSAT*s chorging policy ie primarily characterized by average 
coat pricing cn itft eervica offeringe* Some form of incremental coe't 
pricing ia aleo applied on eooe telecocounicatione aervlcea provided «n 
spare capacity r including contribution to comon co$tc« All aervicee are 
offered to uverft on a non-diecrlminatory basia. The chi»rf,e per unit of 
utlXiration ie derived by dividiiig the net revenue raquiremcnt (coapriaing 
aiBortization*dtprecia;.ion» operating expeneef and compeneation for uae of 
,cepital) by full-time traffic eetlcatee vhere cat revenue requirement ia 
totftl revenue eatimatee lese revenue from non*full-time conventional 
aervicee* INTELSAT followe a charging philoeophy that ie baeed on full 
recovery of Inveetment and operating coeta ae veil aa a reaednible 
coQpeneation for uae of capital* INTELSAT derives no profit from ito 
operation and exceee revenue e are returned the INTELSAT Signatoriee* 

In the firat fev yerrs* vhen INTELSAT* a aervice offering vxc 
predominantly ixilX time-eervice* thus approximating a vary limitnd 
product enterprire» the application of the charging philooophy adopted 
vab easy and the pricing that vae derived could be coneidered relatively 

optimal* 

The operating » buaineea and political environ&ent under vhich 
INTELSAT ia operating nov, and much more ao in the future » may Ucvevcr^ 
require that INTELSAT reaeaeea ite philoaophiect policiee and procedurea 
In all ite activitiee, including ita charging philoeophy and rate 
structuring practicea* Today » INTELSAT provide a numeroue service 
offeringe to different daaeee of cuetoaera. In the near future* the 
full tine publicly avitched eervice nay not conatitute a elgnificant 
proportion of the total aggregate aervice offeringe and certainly thie 
le a declining percentage of revenue in the nid-1960s* 

It ie important to note that the adoption of correct pricing 
philooophy erd the formulation of aound rate atructure ie fundenental 
to Che aurvival and growth of any organization. Pricing cannot be viewed 
sitcply aa e aechaniam for recovery of coat* Pricing almoat alvaye ha& a 
tvo way caueality vith service demand levele and optimal level of inveettient* 
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II EIEKENTS OF ECONOMICS IH PRICING 

1. Price Itvtl ind Price Structure 

For purpoets of clarity, it: li ieportect to dittlngulih betvten 
price Itvel and price itructure* la tht cait of a ainile or liolCAd 
product tnttrprlst prict levrl aQd prlct etnicture become Idtntlcal. In 
eht caie of a miltl-product ent&rprlst, for «xaaple» a rttuloted flrv 
that atllst a nuinbtr of service* that ere jointly product d, to different 
daeeei of cuitoatra in Icei than perftctly compttitlvt verketSi thcrt 
art count lei I alttmatlvt price itructures that could* in tht agiregatt, 
yltld tht dtilred coet rtcovir7» Includins ^ fair ratt of rttum. In 
ttltcomunicatione, aa in vumy othtr xnilti^product enttrprlita* the 
varioua larvicea offertd arA jo^tly productd and beceuae of jointtdntie 
and Ixidlvlslbllity, coit la not iiparable Into the varioua itrvicta. The 
rate atructurt that say tvclve cvtr ti&i» frtqutntly on a pltceak&l 
bacia* ill usually the product of gtneral retr-mikins principles > 
practicte and hlatorical ir.trti*, bastd In part on coit conalderationi, In 
part ou demand conil derations rafltctins value of aerrice to the uier, 
and In part on vague notloi^t of tqulty. While the ratt atructure 
aatabliihed nay atrve in tht ags^^tact as a workable baaia for rtcovery 
of all costii it is also Iciportant to txaoint vhtther the rate Itvel 
derived ia efficient and equltablt. Econoalc efficiency and equity are 
frtqueDtlv conflicting pricing concepta, hovtvert Inttmational 
organizations like XKTEISAJ strving tht devtloptd and developing 
countrlec need to develop priclsg levels baaed on a proper nix of both 
concepts to the extent thl£ iv possible vlthln the legal frtaevcrk that 
has been ectcblished fron this. Econoalc theory provider^ aostract rulea 
for an optimal rate a true tun glvin an overall coat to be recovered. 
Boveveri cppllcationa of tbla rtilei In practice are difficult bccauae 
estlmatea of elaatldty of dtoacd are needed for the various aon*lcea 
provided. They do noti of couraei take into account cither equity or the 
legal requireacnta of the XluELSAT Agret^enta. 

2. Marginal Coat PridnR 

KargdUul cost^ie the Increntnt In total cost resulting from one addltlot^l 
'unit of output at the cargln. In the ehort-nxn, aoae of the factor 
oi production inputs are aaauaed flxoCi vhlle in the long-run » all Inputa 
are presumed variable. Accordlrgly* short-nm and long-run average and 
marginal costs are derived Oipbiidins <>Q the variability of inputs. Sou 
econonlsta argue that the rule for optinal pricing le to equate price 
vlth ahort-nm marginal coat, which vlU be equal to lon^-run marginal 
cost if and only if the capacity of the facility la optlnally used. But* 
In a vorld of uncertainty* and In caaec vhere inveataent ia uaually In 
aubetantial aggregate tnount^ or "lumpy rather than eaaily dlviilblo, 
the attainaent of optlntl capacity ucc r.t all time a ia unlikely. 
Conaequently, it may be orguid that the relevant coat base to be uied 
ahould bo the long-run nargloal cost* rather than the short«*run narginel 
cost. 
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Ecoaonic theory postulates that tht price of goods or asrvicei 
should be set squal to ncrginal cost of pioductlon* If sconc&ic 
afficlency Is to be achlevsd. la this contsxt* sartlnal cost Ifflpllss 
the opportunity cost of rssourcsc V8fd» vhlch Is not ntcsssarlly Identical 
to nonetary expsnsea rtporttd Ir. an ordinary accounting syttts. 

The provision of tslscoisaualcatlonc services ars gtnsfvHy 
charactsrizsd by econoulss o£ seals. Hovevsr* In th* presence of 
scononies of acftle* pure Marginal cost pricing vlll not generste 
sufficient rsvsnue to cover total cost. Vhsnever economies of scsU srs 
present* « second-best pricing scheae Is required to attiln econoalc 
efficiency. This involves rats Isvels for Individual esrvlcss that ars 
inversely related to the elasticities of dtxiand for the isrvlcs« 

« 

3. Vsliie of Service PrldnR (VOSP) 

In VOSPi pricing ie based on villus of ssrvlcs to ths uesr rather 
than on cost of ssrvlcs. Tlie extent of utility or benefit thst ai 
cooaodity or service provides a constmsr^ and his vlllingnses to pay for 
such esrvics> are rsflecttd In ths invsree relationship betvsen price 
and quell ty demsnded for ths esrvlce. Value of eervicc pricing can 
iaprovs the oversll utilization of ths eatsllite eystec end result In a 
lover overall rate level. If prices are eet higher for ssrvlcsa vlth 
hlf^ dcsand and relatively lov elsetlclty of deoand (e.g. aervlcss 
utilizing K-band spot faess transpondsrs) , a grsater portion of the 
overall revenue requlreaent can bs collected from these services* 
Therefore* lover prices ccn be set on servlcss vlth lov deoandt vhlch suy 
atlsuAXite additional use to generate additloasl revenue. To the extent 
overall utilization of the eyeteia Is Incresssd* prlcss for all aervlcss 
can be lover snd still aeet the revenue requiressnt. 

4. Application of Pries Differentiation 

It Is Inportant to note that irelue^f-servlce pricing does not 
totally Ignore the cost of service. In fact« In eoee casse 
▼slue-of-eervlce pricing coincides vlth soas variant of marginal cost 
prlcing» but core generally it Is s systca vhere cost of service at the 
margin estsblifhec ths Qlnlsxua charge and a variable siarkup Is addsd, or 
sone fom of price differentiation is exerdecd based t upon diffsrsnces 
In value of esrvlce to different uricet segaente. 

In crder to apply price differentiation* it is essential thst the 
entsrprlse Is able to group and clearly identify Its ccncuncrs 
into sepsrablc classes vlth different price elasticities of dtaand or 
into discrete clisses vlth varying reservation prices. This of course 
assuaes that an orgsnlzatlon has soae control over pricing* and opportunltieir 
for arbitrage by lov-prlce custoosrs are Halted. Other fores of 
pries different Istlon sre geographical price differentiation » pries 
differentiation based on tine of use of service and product 
dlffersntiatlort. 
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In t Axent ttudy made by W«J« BtumaX and D« Bradford entitled 
'^Optlotl Departures from Harglntl Cost Pricing*' the authors desonetrete 
that tffident pricing is tchltvablt under certein conditlone. According 
to their resultc» efficient pricing it not obtelnkd by setting prlc«e 
tquti to or even proportions! to narglntl costs » but by ceufflng unequel 
deviations fror. na-ginaX cost in which eervicee with elastic demande ara 
priced close to ftarginsi cost» and the pricee of eervicee with insleetlc 
demande diverging froti diverge froa narglnaX cost by a vide nnrgln. Tha 
application of the abova propoeitlon in the exerclclng of enj fona of 
price dlffer«r.fiGtion vill no doubt antaiX eerioue policy and equity 
Issues* 

5. Peek-Load PrislnR 

One form of price differentlstlon that ie being practiced frequently 
by electric and celecooiaunlcetlons ^dalnistratlons Is the application of 
ceparete pricing for peak end off-peak traffic periods* with off-peck 
period prices spproachlng nerginal cost. Peek-load pricing ie Juetified 
for Bsny reesons* Corract epplicetion of peak-load pricing can bring 
about not only better utillzetlou of cxleting cepaclty by ettractlrg 
QArglnel usere of eervlce» but con aleo sarve to «ven out the traffic load 
by encoureglng price sensitive pe«k-tlne ueere to talgrate to off^perk 
tire Ui^et thue helping to defer Invastsent that would otherwise have 
been required eerlier to provide sdditlonal cepecity. 

Peek time users are rhf onee that saturate the avellabla capacity* 
and henca* cauif the supplier of servlcee to invest in iLore capacity. 
Therefore* on e cost ceusality besle* the sajor burden of the costs of 
service ehould be borne by such peek tine ueers* In fact* econoalc 
theory desonetretas chat the ccpr.cjty coet ehould be axcluelvely borne 
by. the peek-tiae ueer^« Thlc it)«ian8 theC the off-pesk tiae 
usere woulU be charged the operating cost cotaponent of the cherge* 
vhereee the peek-ticfc usere would be charged for both the operetlng 
coet end the cspecity cost*- coaprlelng depreciation end conpeneation for 
use of capital* 

III* COST ALLOCATION CONCEPTS AKD PRACTICES 

Although there sre eeverel theoretlcel econoaic ratlonalee 
behind pricing prlnciplee thet say be sppliceble for sultl-product flncv 
in general and Che telecoanunlcetlons Industry in particular* all of 
vhlch ere deslgnad to obtfin en efficient rate etructure* the 
epplication of these principles ls> however* const reined by nuseroue 
practical difficulties* One of the ectual practical problems encounterad 
is the derlvetlon o£ epproprlatci end credible ehort-run and long-run 
average end serglnal coet dsts* In taleconaunlcetione orgenizetions, 
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this is particularly difficult bscaust cht bulk of telscommunlcatlons 
services are jointly derived from a conoon invent^Mit snd Jis such, the 
investoent costi srd for thst aattar» even opsrating cost6» csnnot be 
directly assigned or allocatsd on a causal basis t. the various ssrvicQs. 
In spita of this difficulty, an organisation cannot, hovtver, accspe 
waking soar» cost allocations to obtain cost of service. This section vllX 
therefore survay briefly cckc cost allocation concspts and atthodologias 
that Are cocsonly used depending on the goals that are intandsd* Our . 
Intent is to run*cy cost allocation aathodologias vithin the ' 
context of pricing structur«a« In ordsr to demonstrate the problsaa 
•ncountered ir. c cost allocation process within She context of IHTELSAT 
operations, the rest oi this docuasnt vlH attempt to sketch th« steps 
Involved, ard the various simplifying assumptions that vlll nsad to ba 
ssds In deriving the cost per transpondsr of a typical G&telUte in a 
hypothetical eatellits program* Furthsr cost allocations will have to 
ba made to obtain the coiit oi a particular service. 

1. Ar>r.rcpatlon and DisagsrsRation of Cost 

With tl)e exception of transponder lease a, all other INTELSAT 
service offerings are derived from transponders. Accordingly, the cott 
beee for such service offerings is the cost of transpondsr a* The cost 
of a transpondsr Is derived £ro& the cost of a satalllts which In turn 
Is derived from the program cost* The starting point for tbs 
datsrmiustlon of a transponder cost Is therefore tha correct and 
complete aggregation of all relevant direct and Indirect costs ol tha 
specific s&tslllte program. 

2. Hypothetical Satellite Trogrcm Costa 

The direct ccct of a satellite program Is in gsn«rQl not difficult 
to dst ermine, as iuch projects are normally contractad out as flxsd cost 
contracts with sone form of performance Incentive ps^nasnta* Tha coat of 
launch vshides Is also easily obtainable froa contract docuaents. The 
main problem ir. this area Is the allocation of exscutlve orgsn Indira ct 
coats and overhead co^ts that are common to tha hypothetical progrta and 
other activities* For purposes of Illustration, furthsr discussion on 
tha cost allocation concept and problem proceeds assuminft a program coat 
of a hypotheticel fiatcllltc program to be |1 billion* Furthermore, It is 
assumed that the original contract calls for the ten spsee craft vlth tbs 
delivery of the first rpitcccraft to ba three year a from contract signature 
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dats and th« lust spacecraft to b« dellvtred six years fron contract 
aifnature data. Aa par tha contract, options are axpactad to ba 
•xarcisad to ordar two aora spocecreft. A brealcdovn of tha progran cout 
for the ten sstellltas couZd be expected to be es follov^: 

1) spececrof t davelopaent and oanufacturing cottr 1335 nillion 

ii) capitalized incentives 15 oillion 

ili) launch vehidf cost 480 aillicn 

iv) other progrta cost 75 nillion 

v) Executive Org«n/technicel support costs 50 olllion 

▼1) mc end CSM coets 45 nillion 

Totel: $1000 inllllOA 

The question here ie whether it Vould be appropriate to divide the 
above total cost by ten to get an averege cost of a typical 
setellite, i.e.* 1000/10 • |100 olllion. In this peper* e nuxnber of 
iesues eseocieted with cost ellocation concepts and eethodologies tbet 
invelidetf such sinplisCic derivation ol avaraga satellite costs are 
briefly discussed. 

To start vithi the varioue costs listed under the program coat are 
paid in different ye^rc duriuj; the construction o£ the spececreft 
spaimins six yeers. 7hue» it would be wrong to elsply add 
up these coftts to cone up with a proi^raa cost* as these costs incurred et 
different tines ere not conperabla. It is therefore necesser7 to 
Include cost of uoney during construction. 



The spacecraft cost of $335 Billion indudee developnent coste 
as vail ae manufacturing coftt. I£ a proper coet accounting systea 
exists* it would not be difficult to detcnulne the nanufecturlng coet 
for each spececreft. The appropriate ellocation of dcvelopcent cost to tho 
different epececreft cay nopi however i be obvious. Should the 
developnent coet be allocated to the ten original spacacrefti or to all 
twelve spececreft. 

The pro gran cost include c cepitslized Incentives. Hovevar* 
non-capitelized incentivee* which are paid over the perforaance period of at 
satlefactorlly operating satellite* are not included. Various oppoalng 
'argumante could be made ae to whether or not the nou'-capltaXlEed 
incentivee* properly discounted i ehould be edded to the program cost. 

The allocetion of other program coete* Executive Organ/Tachnical 
Support Coat* TI&C and CSM cost also poses enother form of cost 
allocation problem. The question here ie whether these coB&on coets 
should be &lloceted on a par spacecraft basis or proportionately to the 
sumufacturlng costs of individual apececraft. 
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It Is to be noted thit ucac of clie sacelllCfts could fall during cr after 
launch and dinsura&ce &onsy say be collected on cher.« Ih3d«r these clrcuastances, 
it si> be questlvned whether these failed eatellltes should not bs allto&ctker 
excluded from the costing conclderstlon and derive the average co&t of a 
typical satellite derived by considering only the operating sutellltes. 
This also brings Into quertlon the appropriate tsethod of deriving the . 
average cost per sstelllte. This Is partlculsrly relcvsnc In cha case chose 
satellites that are equipped vlth speclsl equipment such as an hCS packaga« 
The cost o£ the HCS packages may therefore htve Co be separately 
Identified and be alloceted on an Incrensncsl bssls Cc those spacscraft 
that are equipped with KCS packages. It is «lso to be noted that sone 
satellites have b«en operetinf longer thin others. This eleneut cay also 
need to be factored in to the derlveclon of an average cose per 
S4»teUlte. 

3« Cost per Transponder 

Once the Invest&ent cost of a given satellicc: Ic correctly 
established » the next step is to detenalne thk coot of s transponder. A 
typical satellite cay co&prise 30 transponders consisting of 
globsl» htnif zone and spot coverages » aone of vhlch have 36 KHz 
bandcidth and others of 72 MHz» 77 HHz snd 241 KHz. Ths question here 
is how best to allocate the satellite coat aaong these tracapcndcrs. As 
all these trnr.rponders are derived fron the aaae raaource* a spacecraft « 
the allocation problem aasoclated with Joint production 
beconaa Ineacapable. In spite of auch a difficulty » It nay be neceasary 
to explore a nux&bcr of allocation concepts and nethodologlea and adopt 
one that la considered defensible and appropriate under a given 
clrcumiitance. *tx the case under consideration* It oay be raaaonable to 
conalder a comb; Elation of pover and bandwidth as a weighting device for 
cost allocation purposes. Another weighting devitca could be the 
theoretical max.jmuQ capacity In teres of nmbar cf voice circuits that 
could be obtained from each transponder under alsillar conditions. Ai> 
the weighting devices aentloned above also reflect alescnts of 
▼alua-of-aervlce by a user* they may not serve as sound proxy for cost 
allocation purposes. The best proxy for cost allocation nay perhaps 
even be the TWTA power output a of the reapecdve transponders. Any one 
of theft e cost ellocatlon methodologies will provide sose relative cost 
of the various transponders » but there la no guarantee vhataoever that 
the derived cost la a true reflection of the actual coat incurred on a 
per transponder basis. It Is clear that s multitude of different 
services are gencrcted from a transponder* and If the cost allocation 
vere to be extended one aore step In an effort to dcteralne the cost per 
each type of service application* If is quite apparent that the 
difficulties described above are cocpounded even further. The joint 
production cost phenomenon becomes an even more difficult problem 
to resolve. 






